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Preface to Fourth Edition 

It has been very encouraging that the third edition was 
exhausted in only a few months. A mere reprint oould easily be 
brought out to meet the unsatisfied demand. We, however, resisted 
this temptation. We wanted, instead, to reoast and rewrite the 
whole book in view of the far-reaching and fundamental ohanges 
that have taken place In the nature of our eoonomio problems 
consequent on the division of the country and the attainment by 
her of an independent status. Besides, much dead-wood has 
been chopped off which has incidentally helped us to keep the 
size of the book within reasonable dimensions. 

Every chapter of the book will be bound to bear the mark of 
this thorough revision. Latest available statistics have been 
incorporated throughout the book. Chapters on Agriculture and 
Currency and Exchange have been particularly rearranged and 
improved. We specially commend in this edition the discussion 
relating to Fore9t Policy and Administration, Etydro-eleotrio and 
Multi-purpose Projects, Population Problem, Agricultural Planning, 
Abolition of Zamindari, Collective Farming, Agricultural Finance 
and Marketing, Recent Trends in Co-operation, Food Problem, 
Land Revenue Policy, New Industrial Policy, Production Crisis, 
Industrial Finance, Foreign Capital, Recent Labour Legislation 
and Social Security Measures, Transport Co-ordination, 

International Trade Organisation, Recent Trade Agreements, 

% 

Reorientation of Fiscal Policyi Banking Reform, World Bank 
Inflation, Sterling Balauoos, I.M.F., Recent provincial Finanoe, 
Budgets for 1949-50, and Progress of Refugee Rehabilitation. 

We are confident that the improvements made in this edition 
will make the book still more popular with teachers and students. 
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INTRODUCTION 

Nature and Scope of Indian Economics 

1. Wfeat is Indian Economics ? Much controversy has centred 
round the use of the term ‘Indian Economies’. It was first used by 
Ranade in his lecture delivered on Indian Political Economy in i sbi 
in the Deccan College, Poona. The term‘Indian Dconoimcs lends 
itself to several interpretations. 

It may mean a study of Indian Economic r i hought in the past 
and in the present. But the field of Indian Economic Ihoughtis 
still largely unexplored. The relevant material is very meagre. I 
we try to trace the history of Indian Economic Thought we 
shall come across so many gaps that we may have to give up the 
attempt as futile. Some ancient Hindu Shastras, notably Kautilva s 
Arthasfiasira , do abound in ideas which may be termed economics, 
yet they relate to a certain period onty, and no continuous develop¬ 
ment of Indian Economic ideas can be traced. Authentic and sys¬ 
tematic treatment of the growth of economic ideas in India for 
the whole period of Indian history is still lacking. We cannot, 
therefore, identify the study of Indian Economics with the study oi 
Indian Economic Thought. 

The second possible meaning of the term ‘Indian Economics’ is 
that it is entirely a new science of Economics, radically different 
from the science of Economics said to be fathered by Adam Smith 
and fostered by the thinkers of the West. Justice Ranade emphasiz¬ 
ed the utter inapplicability of western economic doctrines to Indian 
conditions. On account cf the peculiar social structure of India with 
its caste system and joint-family system and the dominance of usige 
and custom instead of competition and contrast, the Ind an, accord¬ 
ing to Ranade, was an antipode of the westerner. When Ranade 
thus thundered at western economic theory, we were in a mood of 
expectancy. It seemed that a new science was perhaps about to be 
born. But Ranade’s sole object was to enter a strong protest against 
indiscriminate application of western economic theory to Indian 
conditions. There can be, in the very nature of things, no new 
science of Indian Economics, just as there cannot be Indian Mathe- 
• matics, Indian Physics, etc. 

Another possible use of the term ‘Indian Economics’ is tint it 
is a study of general principles of Economics with illustrations from 
Indian economic life. But, while the usefulness, nay, the necessity, 
of illustrating economic laws from Indian life may be readity conced¬ 
ed, it must be pointed out that such a study cf Economics will not 
turn it into Indian Economics. It will still remain a study of 
General Economics. Indian Economics with which we are now 
familiar, is entirely different. 

1 



INDIAN ECONOMICS 


Correctly speaking, the term ‘Indian Economics’ stands I 
fer the study of concrete Indian economic problems as distin- J 
guished fiom an abstract study of the general principles of Econo- * 

mice. India is faced with many urgent economic problems. It is 

the purpose of the study of Indian Economics to show how these 
pro le’ma have arisen and to suggest a solution which may take 
India on the road to prosperity. Indian Economics has to study j 
impartially the historical background of the Indian economic 
problem ; it has patiently to analyse the existing economic conditions 
and sympathetically to formulate a national policy in the best 

interests of the country. 

2. Scope of Indian Economics. As is clear from the definition 
of Indian Economics given above, the scope of Indian Econo¬ 
mics comprises the study and the solution of various economic 
problems that confront India. Indian Economics does not concern 
itself with the formulation of economic laws ; even the existing laws 
are only occasioi ally referred to. It is a concrete and a realistic 
study and not an abstract one divorced from reality. It studies the 
problems connected with Indian agriculture, trade and industry, 
the currency, exchange and banking systems of India. It also 
studies movements like the labour movement, the co-operative 
movement and the movement of prices. Natural and social environ¬ 
ments and their economic bearing are also given careful cons.dera¬ 
tion. Besides, we have to study the laud revenue system, the trans¬ 
port system and public finance. Problems relating to rural indebted¬ 
ness, foreign capital, fiscal policy are also carefully investigated. In 
short, we have to study, in Indian Economics, every phase of our 
economic life. It is indeed a very ambitious scheme of study. 

It is ambitious in another way. It digs deep into the past ; it 
carefully analyses the present and strives to look into the future 
■with respect to every problem that it studies. Its function does 
not finish when it has traced the probable causes of an economic 
problem. It must study the problem in all its important aspects, 
suggest a suitable policy to be pursued and foresee the probable 

consequences of such a policy. It is thus a study both broad and 

deep. 

The study of Indian Economics is actuated by one dominant 
aim viz., to promote socinl welfare of the Indian people. It does 
not adopt an attitude of neutrality as the Classical economists like^ 
Cairnes and the new economists like Robbins do. The Indian 
economists are definitely partisans. It is the welfare of their own 
country that they seek, though not at the expense of any other 
country. Students of Indian Economics have thus steadily and 
constantly to bear in mind Indian national interests. But this is 
nat to be construed as indifference to international movements. 

Indian economists are not isolationists. It only means that they 

are anxious to wrest for India whatever economic advantage they 
uan. They put India above everything else and they are proud 

of it. 



NATURE AND SCOPE OF INDIAN ECONOMICS 

3. Utility of the Study of Indian Economics. Indian Econo¬ 
mics deals with such varied and complex problems of Indian economic 
life that it enriches the mind. Such a study has a necessary place 

in mental culture. A person cannot claim to be a properly educated 
person unless he is conversant with the economic problems of his own 
country ; thev are so vital. This study is essential for an intelligent 
appreciation of the issues that face us. Many an educated person 
is simply puzzled when he sees the word inflation or cross-rate on 
the very first page of a daily paper. A study of Indian Economics 

will help him in this difficulty. 

But apart from the cultural value of the subject, there is a real 
need for its study from another and a weightier point of view. 
India is passing through a very critical period of her history. India 
has after all realized its century-old dream of independence Demo¬ 
cracy, if it is to be successful and if it is to work efficiently and 
for the real good of the masses in India, must be worked by legis¬ 
lators with a complete education. It must also be supported by a 
vigilant public. At present most of our legislators, with a few 
honourable exceptions, are blissfully ignorant of currency and 
exchange problems and problems connected with fisral policy 
and public finance. What contribution can they possibly make 
towards their solution ? The predominant character of all legisla¬ 
tion is economic. A study of Indian Economics is, therefore, an 
imperative necessity for all concerned. 

Further, a crop of economic problems has arisen out of the war. 
Every educated person in India is expected to make some contribu¬ 
tion to the solution of these problems. It is a part of our necessary 
equipment that we must be armed with the requisite knowledge 
of Indian economic affaire. Real freedom cannot come to India 
until her economic problems are satisfactorily solved. 



CHAPTER I 


THE GEOGRAPHICAL BACKGROUND 

1. Geographical Influences on Indian Economic Life. 4 A 

country is said to make its inhabitants.' We might amplify it by 
saying that the natural environments of a country have a profound 
influence on its economic life in all its aspects. Economic activities 
of a people are vitally affected by the natural forces operating in 
their country. The climate affects the efficiency of labour and 
determines the extent of the market for certain goods connected 
with food and clothing ; it, together with rainfall and the nature 
of the soil, decides what crops will be sown. Physical, features and 
river systems are the outcome of the peculiar geological structure of 
a country. All these put together determine the volume and the 
course of trade and industry which, in their turn, afiect the govern¬ 
ment finances and the governmental activity. Thus all economic 
and political phenomena are the outcome of the natural environment. 

But man may conquer nature. He has spanned the seas and 
cut the mountains ; he has conquered the air ; he can travel under 
water ; distance has been annihilated by the fast means of locomo¬ 
tion. By electricity he has turned thj night into day and toned 
down the rigours of climate. Through his irrigation schemes, he 
has tried to secure his independence from Nature in the matter of 
rain. His soil reclamation schemes are intended to overcome the 
limitations imposed by nature of the soil ; European soil has 
been exported to the New World. Mighty forces of Nature have 
been harnessed into the service of mankind. These miracles of man 
will fill an epic. 

This mastery of man over nature is not, however, complete 
and unquestioned. Nature has a knack of escaping from the chains 
and asserting her sovereignty. Air operations are hampered by 
weather conditions ; sea sometimes becomes ice-bound and no longer 
navigable ; a hailstorm or a flood may undo the work accomplished 
by human labour and ingenuity. An earthquake upsets human 
plans. Thus we have been able to conquer nature only partially and 
nature’s influence on economic activity cannot be ignored and 
completely eliminated. 

On the Indian economic life, nature’s influence has been domi¬ 
nant. The Himalayas affect rainfall which, in its turn, governs 
agricultural operations throughout the country. The nature of the 
coast line and the land frontier have influence on the direction and 
volume of trade. Configuration and geological structure cause the 
mineral wealth of the country to be what it is, and they are also 
responsible for the resources of power available to Indian industries. 
Efficiency of Indian labour is, in no small measure, affected by 
Indian climate which also determines the fauna and flora of the 

4 



GEOGRAPHICAL BACKGROUND 6 

country. Indian budget is said to be “a gamble in the monsoons”. 
Thus Indian agriculture, trade ..industry, finances and what not, are 

all influenced by the natural environments of the country. Really 

it is difficult to think of any aspect of Indian economic life which is 
not directly or indirectly influenced by the natural factor. 

2. A few Geographical Facts about India Size,.Location, etc. 

The first thing that strikes one is the vastness of the size of the 
country and its continental dimensions. The total area of undivided 
India was 15,74,000 sq. miles. Out of this Pakistan’s share is 
3 65 000 sq. miles and that of the Indian Union, including Hydera¬ 
bad’and Kashmir, is 12,09,000 sq. miles which represents more than 
3/4ths of the total area of the undivided country. Even now the 
total area of India is 12 times that of Great Britain. India can 
contain within itself France, the U.K., Belgium, Holland, Germany, 
Denmark, Austria, Hungary, Switzerland, Spain, Portugal, Italy 
and Rumania, It is not only in size that she is big, she is the home 
of one-fifth of the human race. £ he is thus not a country but a 

continent. 

Besides, India is a country which presents all types of contrasts. 
Some of her regions are rainless; there are others which get the heaviest 
rainfall in the world. Her climate varies from the icy cold or tem¬ 
perate to the tropical. Malabar, with its tropical luxuriance, is a 
marked contrast to some treeless plains in East Punjab. Density 
of population varies from about 49 persons per square mile in 
Kashmir to 953 in Cochin State. Sandy deserts of Rajputana are 
a contrast to valleys like Kashmir. 

But there is a unity underlying all this diversity. This diver¬ 
sity enriches our economic and social life and it places before us 
vast and almost unlimited potentialities of developing an economic 
life of infinite variety and richness. It is, therefore, a welcome con¬ 
trast. 

India’s geographical location is exceptionally favourable. She 
occupies a central position in the Eastern Hemisphere. She is 
equally distant from the West through the Suez Canal, and from the 
Far East, as also equally distant from Australia and Africa. She 
thus undoubtedly occupies an excellent position for purposes of trade. 
Nature obviously meant India to serve as a distributing centre for 
a large volume of the world trade. In short, India seems to be 
marked out by nature to be a big and important country. 

3. Three Natural Divisions. There are three well-marked 
natural divisions of India : (1) the Himalayan regiqn ; (2) the Indo- 
Gangetic plain ; and (3) the Deccan plateau with eastern and western 
coastal strips. 

India is bordered on the North by the Himalayas—a continuous 
range of mountains 1,500 miles long and 100-250 miles broad. In 
their height, they have no parallel in the world. Their highest 
peaks are Mount Everest over 29,000 ft., Kinchingjinga nearly 28,000 
ft., and Dharsladhar 27,000 ft. They have more than 140 peaks 
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higher than Mount Blanc which is the highest peak of Europe. 1 The 
Himalayas constitute almost a continuous defence wall, having only 
a few passes, few of which are less than 7,000 ft. high. 

The Himalayas are a big and valuable gift given to us by nature. 
This mountain range gives us rain; it is a mysterious source and 
feeder of numerous fertilizing rivers and streams, and it has an im¬ 
mense influence on the meteorological conditions of the country. It 
tones down the high temperature of our plains; it obstructs the cold 
dry winds from the North; it shuts the fertile and rich plains of 
India from the unwelcome and greedy gaze of hungry prowlers 
ranging abroad; its wealth of forests and pastures is simpl} 7 priceless. 
It has given us valleys like Kashmir, which is a veritable heaven on 
earth. 

The influence of the Himalayan range on the economic life of 
the country cannot possibly be exaggerated. But it is not merely 
a physical barrier between India and the countries beyond, it is also a 
social and cultural barrier, and it has made the Indian civilization 
unique. Such is the significance cf the Himalayas to us. 

4. The Indo-Gangetic Plain. Another striking and important 
feature of India is the Indo-Gangetic plain with its alluvial and 
fertile soil and its unfailing river system. It is one of the biggest 
level plains of the world being about 1,500 miles long and 150 miles 
broad. It is literally composed of the “dust 0 of the mountains. 2 

It is almost an uninterrupted level plain stretching from the 
Indus in the West to the delta of the Ganga in the East. The 
western part is arid and dry, and as we move from the West to the 
East, through the Punjab and the U. P., to Bengal, wheat and sugar 
fields give place to bamboos, palms and plantains ; and further East 
Assam is the home of thriving tea industry. The eastern part is 
greener, more picturesque and has an abundance of water. 

This Indo-Gangetic plain is the richest source of the crops that 
India grows. It is here that flourishing agriculture is carried on to 
feed our industries with essential raw materials. The alluvial soil 
has made it possible for a splendid system of irrigation to be deve¬ 
loped here. It was the richness of this plain that attracted Aryan 
hordes from Central Asia. The Gangetic plain is said to be the seat 
of the ancient Indian civilization. Livelihood here was earned with¬ 
out toil and man had leisure to turn to art and literature. It con¬ 
tains regions of very dense population and has given rise to big, 
prosperous and important cities. We can gauge the importance 
of this plain to Indian economic life from the fact that India is 
predominantly an agricultural country and this plain is the seat 
of Indian agriculture. The three rivers, the Ganga, the Indus and 
the Brahmaputra, that flow through it, are a great national asset. 

5. The Deccan. The Southern natural division of India, called 
the Deccan, is rooky and broken. These are said to be the oldest 

See R Du bey —Economic Geography of India , 1941 p. 24. 

Houlderness, T. W .—People and Problems of India , 1923, p. 34. 
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Indian rocks; they were there when the rest of India s “PP° Bed 

to be under water; the average height of the plateau is 2,000 ft. above 
the sea level. The higher western and eastern edges of the plateau 
are known as the Western Ghats and the Eastern Ghats. The West¬ 
ern Ghats are steeper. They rise to an average height of 4 000 tt. 
after leaving a thin strip of plain along the coast. ± he pastern 
Ghats are, on the other hand, less steep and less high and leave a 
little broader plain along the coast line. Most of the rivers of the 
Deccan rise in the Western Ghats ; those that flow towards the west 
are short and fast, and those that flow towards the East are longer 
and flow a little slowly. 

It is in the Deccan that black cotton soil occurs, which, in the 
valleys, is particularly fertile. Many a rich crop is grown here. The 
deltas of Krishna, Godavary and Cauvery are very productive. To¬ 
wards the extreme south, in Malabar and Tanjore, we meet with 
tropical luxuriance. This ancient part of our land has made no 
mean contribution to the infinite variety and richness of our 
economic life. 

6. Climate. One of the most important factors that influence 
the economic life of a country is the climate. The distribution ol 
natural vegetation, the fauna and flora, the working capacity of 
man, human wants, and the location and distribution of industries, 
are some of the consequences of the climatic factor. 

India, as a whole, has a tropical monsoon type of climate. 
However, India can be divided into a number of climatic regions on 
account of the differences in the distribution and season of rainfall 
and the effect of altitude on temperature. 

Thus India has a cool climate in the hills and the extreme 
North, but hot and dry in the plains, with a wide range of 
temperatures varying from 50°F in some parts in the North and 
116°F and above in places like Bhatinda in East Punjab and hot and 
moist in the South-West with temperature more or less uni¬ 
form. In some parts even the daily ranges in temperature, humidity 
and pressure are quite striking. All the same, India has a climatic 
unity. 

We owe it to our climate that we can grow such a large variety 
of crops and lay the foundation of many a prosperous industry. It 
is our climate which makes the goal of economic self-sufficiency 
appear within our reach, if we wish to pursue it. But Indian climate 
is sai’d to have an enervating influence on the human system; it 
makes the people listless, lethargic and incapable of a vigorous and 
sustained effort. It is said that a tropical mind is a sleepy and an 
inert mind. But we should not exaggerate this adverse influence of 
our climate and attribute our economic backwardness to it. It is 
under a similar climate that Indians in ancient times reached the 
pinnacle of glory in the realm £of art and literature, medicine, trade 
and industry, etc. For the causes of our economic backwardness, 
therefore, we must look elsewhere. 
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7. Rainfall. The importance of rainfall to an agricultural 
country like India can hardly be exaggerated. It is not for nothing 
that an Indian peasant in a difficulty always looks above for relief. 
The God of an illiterate Indian is supposed to reside in the clouds. 
Rain must be timely, it must be sufficient, but not too much, and it 
also must be evenly distributed. Failing any of these things, the 
Indiain farmer faces misery. Indian rainfall is said to show all the 
vagares of an oriental potentate. We must understand that failure 
of nature in this respect may spell ruin to millions of people who 
depend upon agriculture. But it is not only the agriculturists who 
suffer. Failure of crops means curtailing of demand for goods ; it 
means depression; it results in the reduction of Government revenue, 
which, in its turn, means contraction of Government activities and 
retrenchment. The eff-cts are very far-reaching indeed and per¬ 
meate the whole of our economic life. Sir Guy Fleetwood Wilson 
(ex-Finance Member) described the Indian budget as “a gamble in 
the rains”, and he was perfectly right. 

The rainfall in India shows considerable variations ; and its 
distribution is very unequal throughout the country. The average 
annual rainfall varies from about 10 inches in Hissar (East Punjab) 
to 460 inches in Cherrapunji. There are regions of very heavy rainfall 
like Assam, Eastern Bengal and Western Ghats ; there are regions 
of precarious rainfall as in East Punjab, Bombay and the U.P.; and 
then there are regions of deficient rainfall or drought as in some 
Southern parts of East Punjab, Sind and Rajputana. 

Most of the rain in India comes from the monsoons : the Arabian 
Sea monsoon, and the Bay of Bengal monsoon ; and they are the 
cause of 90 per cent of the rainfall in India. Indian rainfall not only 
varies from place to place but the intensity of the monsoon varies 
from year to year. Out of a cycle of five years, it is said, one 
is good, one bad and three neither good nor bad. In one year 
the current may be too strong and cause floods, and in another year 
it may cause drought. But a remarkable feature of our rain¬ 
fall is that it is seasonal. London, for example, gets 24 inches of its 
annual rain in 161 days in light drizzles leading to considerable sink¬ 
ing, while Bombay’s 71 inches come in 75 days only. 1 Thus most 
of our rain-water coming in torrents is washed down and wasted. It 
leads to soil erosion and floods with all their disastrous consequences. 

Apart from the fact that India has got a certain season of rain¬ 
fall and it mostly falls in summer months, some rainfall also occurs 
in winter especially in the North-West. These winter rains are very 
useful and essential for winter crops like wheat. Failure of these 
rains is no less a cause of famine in India than the failure of the 
summer monsoon. 

8. Season. Seasonal variations have an intimate bearing on 
economic fife. Diet and dress depend upon them. They are,therefore, 

of no slight importance in determining the demand for agricultural 

^ ^ 

' Dubey R —Economic Geography of India , 1941, p. 2.(a). 
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and industrial goods. Agricultural production, too, depends on 

86a There are three well-marked reasons in India with a short period 
of transition intervening between them. We have winter from 
November to February, which is comparatively dry and rainless, 
though East Punjab gets rain in winter too ; next there is the hot 
drv summer from April to June, March being the transitional month , 
then follows the rainy summer season from July to September, 
October being the transitional month.. There are some variations 
to be met with as between the North and the South and the East 
and the West. For "example there is a much greater severity of 

seasons in the North than in the South. 

9. Soils. Indian soils can be broadly divided into three 
classes:— 

(1) The Alluvial Soil. It occurs in the Indo-Gangetio plain, 
the coastal strips of the Eastern and the Western Ghats and the 
Summer Valley in Assam. The total area of alluvial soil has been 
estimated at about 3,00,000 sq. miles. It is soft, deep and porous 
and can retain moisture. It has been fertilized by the washings of 
the rivers and it is consequently suitable for growing a large variety 


of crops. 

(2) The Deccan Trap Soil. It covers practically the whole of 
the Deccan and has an area of roughly 2.00,000 sq. miles. A greater 

part of Bombay Presidency, the whole of Berar, western C.P. and 

Hyderabad show this type of soil. On the hills the soil is thin and 
hence poor and unproductive ; but down in the valleys of the rivers 
it is deep and remarkably fertile and can grow a rich variety of 
crops, especially cotton. Being retentive of moisture it renders 
irrigation practically unnecessary. 

(3) The Crystalline Soil. It occurs in the whole of Madras 
Presidency, south-east of Bombay Presidency, Orissa, Chota-Nagpur, 
the major portion of the O.P., half of Hyderabad, Central India and 
some districts of Bengal and the U.P. This soil is also called laterite 
as it lies adjacent to laterite rocks. Where rainfall is favourable or 
irrigation facilities are available, it yields a fairly large number of 
good crops. It shows wide variations of depth, consistency and 

fertility. 

In addition to these may be mentioned the desert soils which 
occupy large tracts in Rajputana and South Punjab. Then there 
are the alkaline soils known as Reh or Kalar in East Punjab. 


They “have a high degree of impermeability and “stickiness'* to¬ 
gether with high alkalinity and frequent presence ot large excess of 
free salts.” They are poor in nitrogen and humus, hence unsuitable 
for crop growing without supply of chemical fertilizers. 


In recent years considerable work has be*n done in the classifi¬ 
cation and investigation of soil productivity. At the Imperial 
Agricultural Institute at Delhi a soil map of India has been prepared 
ahd an all-India scheme of soil survey has recently been launched. 


i 
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Like other Indian economic problems, the problem of Indian 
Boil, too, is peouliar. Our soil is dry, whereas the soil in many other 
countries is damp. Elsewhere, therefore, it is reclamation which 
olaims the attention of governments, whereas irrigation is more 
important here. 

10. Forest Resources. India has got a very valuable asset 
in her vast and varied lorest wealth. The total area under forests 
in the provinces of the Indian Union is 86,269 sq. miles and in 
those of Pakistan 8,336 sq. miles. Only 13 per cent of the total area 
of the country is under forests. The ideal proportion to meet ade¬ 
quately the needs of the people is considered to be 20 to 26 per cent. 
As against this the forest area in the U P. is only 6 per cent, in East 
Punjab 6 per cent, Bihar 2'6 per cent, Orissa 6'2 per cent. The 
forest area in Madras is 12‘2 per cent, and in Bengal 14 per cent, 
which also are inadequate. Only in Assam it is 38 6 per cent and in 
the C.P. 19'7 per cent, and in these two provinces, therefore, the 
position may be regarded as satisfactory. 

The main types of Indian forests are : — 

(a) Littoral forests to be found on the sea coasts ; 

(b) The hill forests whose variety depends on the rainfall and 

elevation. They are to be found on the Himalayas, and 

the principal species are oak, pine, deodar, magnolia, etc.; 

(c) The ever-green forests, whioh occur in the regions of heavy 

rainfall ; they consist of bamboos, palms, rubber, eto.; 

(d) Deoiduous forests to be found in sub-montane tracts consist* 

ing of sal, teak, shisbam, etc.; 

(e) Dry forests in East Punjab, Bikaner, eto., consisting mostly 

of kikar and other trees having thorny leaves. 

11. Utility of Forests. Indian forests are a great national 
asset. Their utility to India is undoubtedly very great. They are 
Nature’s insurance against floods. By preserving moisture they 
lessen the severity of drought. They also regulate the air cur¬ 
rents. They add to the beauty of the countryside and improve 
the sanitary conditions. Their influence on climate is very whole- 
Bome. 

Apart from these indirect economio benefits of the forests, 
there are several direct economic advantages too. The forests supply 
timber for building purposes and firewood for domestic and indus¬ 
trial purposes. They also provide raw materials for important 
industries like paper, match and lac. Besides, they yield 
several other valuable substances such as bark for leather tanning, 
gum. dyes, drugs and some food produots from roots and fruits. 
They provide grazing grounds and fodder for oattle as well as shelter 
for bird and beast, forest leaves are used as manure. 

The forest produce is usually divided into two categories: 
(») major products and ^ii) minor produots. The major produots 
are timber and fire wood. The total value of the yearly production 
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of timber and fuel-wood has been oubif'eer"^^” 

important timbers are ^/^"ioTsovarietie. of timber in 

sees. ssnjh, abont^‘^-/trtr^tSoJof 

‘twlVSesTnd for steeper.! for building bodie. of bases and 
f a mn ns the minor produce are included lao, ream, turpentine, 

°f bamboo pulP of timber l8 J ed for making splinters 

“f T£Cel7olSerftL O 0ent°ral India, "orise., Biha* the 
poly. 1* 18 y , * I Assam. Of the total output nearly 60 per 

cent is obtaTned from Chota Nagpur in Bihar. ^ou^«8 per cent^of the 
^ 0t d J^Dan U being 1 S our P principal °customers. Shellac, manufactured 

rl J r-sSedin the making of gramophone records, varnish 

rll^tato resin and turpentine oil. Resin is used in paper mak- 

ing and 8oa P “ a , ia one 0 f the m0 8' useful trees. It is especial- 
jmrposes. jj annin and dyeing, its wood is export^ to several 

for tanntag ?u7posee. 9 Our resource, in bamboos, 
“hictareTow aJrinoipallaS material for the Indian paper mdns- 

trv are almost inexhaustible. 

’ Qnlv a part of our vast forest wealth has so far been put to 

uses M at of the forests are inaooessible. Laok of 
economic uses. - chief obstacle in the way of eoonomio ex- 
°heap kansp The partition of India has further added 

toCelediffioulties. Timber can be cheaply floated down the rivers 

£ Pt £stan. Thus our forest wealth in Kashmir has now been 

bottled up. „ , , , 

In recent times several types of minor forest produce have asaum 
v great economie importance. For example, sandal-wood oil is used 

SffdtaEi There are several herbs and drug plants which are 

being extensively used for preparing medicines. 

The Forest Research Institute at Dehra Dun is doing valuable 
wnrk in discovering new uses for our forest wealth. At present the 
most important problems that are engaging its attention relate to the 
nf wood for producing cheap printing caper, discovery of suita- 
X wood for aircraft production and useful as battery Separators 
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and suitable woods for eleotrical purposes. Some progress has 
already been made in these directions. Co-ordination between forest 
exploitation and industrial planning is essential, if we are to make 
the best use of tne vast and varied forest wealth of ours. 

India is far from self-sufficient in timber. In 1939-40 
ported timber worth more than Rs. 2 crores. The World 
demonstrated our pitiful dependence on foreign sources for 
There is a vast difference between what can be and what is 
a sad commentary on our ability to use our natural wealth. 

■ 12. Forest Policy. For a long time reckless destruction of 

Indian forests continued. It “deprived the peasantry of wood for 
fuel and for building cottages, exposed agriculture to greater risks 

- • • 4| | - I t 1 —. ^ ^ on the whole, resulted in 

sterilization of the soil.’ 1 It was not realized that the preserva¬ 
tion of forests or their scientific management was highly conducive 
to the economio and physical well-being of the country. This realiza¬ 
tion dawned on Government about the middle of the last century, when 
steps were taken for tff setting up of forest departments. In course 
of time Central and Provincial forest departments were established. 

The Forest Department controls more than one-tenth of the 
area of British India. The forests are classified as reserved, portect- 
ed and unclassed. In the case of reserved forest areas, the Govern¬ 
ment exercises very strict control. In the case of protected areas the 
public has greater freedom in their use. In the unclassed areas the 
Government control is the least, and these areas are also not sub¬ 
jected to scientific management. This classification of forests is, 
however, defective. A better classification from the economic point 
of view will be something like : (a) areas that supply timber and 

fuel | ( b) areas useful for fodder ; and (c) areas that can be easily 

converted into agricultural lands. / 

The old forest policy in India was announced in 1894 and was 
based on the following principles : (1) That the retention of sufficient 
forest area to preserve the climatic and physical conditions of the 
country is a matter of primary importance ; (2) that the need for 

aeouring sufficient forests for the general well-being of the people 
comes next ; (3) that cultivation is of greater .importance than 

forestry, but permanent cultivation must not reduce forest lands 
below the prescribed minimum ; and (4) that revenues should be 
realized to the fullest possible extent but only after meeting the 
requirements of the rural and the local population free or at con¬ 
cessional rates. For practical purposes the ohief ooncern of the 
Government has been to increase the revenue as Sir Jogendra Singh, 
Member for Agriculture, Government of India, admitted in 1946. He 
said, “Too often forests have been looked upon as a source of profit 
which must be tapped as quickly as possible. ” A more positive 
policy is needed. 

Forest poUoy has both social and eoonomio aspects. It has to 


1. Ntfnavati and Anjaria —The Indian Rural, Problem, p. 16. 
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legislate on the rights of the users and also deal with silviculture, 
i>e.9 growing trees in the most economical manner. Besides pro¬ 
viding for stability in forest finance and uniformity of administration, 
the right forest policy must provide for (1) the supply of forest 
produce to the mass of the local consumers ; (2) the protection of 

land from erosion, floods and unfavourable climatic influences ; (3) 
the preservation of timber for building construction generally ; this 
and (4) the production of raw materials, both timber and other forest 
products for industries using wood. At present Indian forests are 
insufficient to meet these needs. A determined effort should be 
made to develop forest industries, like charcoal making, lac culture, 
making of resin and turpentine, preparing dyeing and tanning mate¬ 
rials etc. Besides yielding income, they will incidentally reduce 
pressure on the soil. As the forest area in India is inadequate to meet 
our requirements, it is necessary to launch extensive afforestation 
schemes. Afforestation is also badly needed as an anti-erosion 
measure. 

13. Mineral Resources. A wrong impression seems to prevail 
among our people about our mineral resources. Some people seem 
to have an exaggerated notion of the quantity and quality of the 
minerals produced here. Let it be said at the very outset that our 
mineral resources are not so vast or unlimited as is sometimes sup¬ 
posed. But it is not to be supposed, on the other hand, that India’s 
mineral wealth is scanty or meagre. Even in this respect we occupy 
a fairly respectable position. 

We have plentiful ores of certain minerals, e. g. y chromite, 
iron, cyanite, magnesite, manganese, mica, monazite, talc, titonium 
and zircon. We are more or less self-sufficient in arsenic, glass, sand¬ 
stones, barium, bauxite, beryl, clays, cobalt, dolomite, feldspars, 
graphite, gypsum, limestone, nitrates, phosphates, salt, strontium’ 
tungsten, and vanadium. But we are definitely short of, or totally 
lack ng in, asbestos, bismuth, borates, bromine, cadmium, china clay, 
copper, fluorite, gold, iodine, lead, mercury, molybdenite, nickel’ 
platinum, potash, radium, silver, sulphur, tin and zinc. 

The partition of the country has not appreciably affected its 

mineral position. Pakistan’s share includes some petroleum, a 

negligible quantity of coal though a considerable share of chromite 

and gypsum. She has none of the important minerals like iron 
mica, copper and manganese. 9 

A weakness of the Indian mining industry is that the mineral wealth 
of India has not been fully and scientifically exploited nor have the 
mines been worked exclusively for India’s benefit. They have been 
largely worked for export purposes. This is not a wise policy, for 
it will lead to the depletion of India’s mineral resources for the 

benefit of the foreigner. Our tariff policy must be directed towards 

discouraging of the export of metallic ores and retention of key 
minerals mside the country for the use of our own industries. 

~ 8180 aat tned 80 far to discover substitutes for minerals 
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The average annual value of the minerals produced exceeds 
Rs. 40 crores. Among the chief minerals produced in the country are 
coal, iron, manganese, copper, gold, silver, lead, mica, chromite, etc. 
Even sulphur is now available. A brief account of the important 
minerals is given below. 

Iron ores. Some Indian iron ore deposits are considered to 
be the richest in the worJd, containing 60 per cent metal. In the 
British Empire, India is the second largest iron ore producing country. 
"Next to the U.S.A. and France, India has the world’s largest 
reserves of iron ore.” They occur in Singhbhum, Keonjhar, Mayur- 
bhanj. Bengal, C. P., Mysore and the Himalayas. It is estimated 
that they contain about three thousand million t r ns of iron. The 
Imperial Mineral Resources Bureau think that inexhaustible iron ore 
deposits lie in Salem and Nellore Districts of Madras Presidency. 
The annual production of iron ore is nearly three million tons. In 
1946 it was 2*4 million tons nearly. 

We are very fortunate in this that our iron ore deposits are 
situated in close proximity to the coal mines. So we are * n a 
position to produce pig iron at a very low price. All iron ore 
deposits lie in the Indian Union and none in Pakistan. 

Manganese. It is a very useful material and has been called 
the “ jack-of-all-trades.” It is required for enamel, porcelain, 
chemicals, plastics, varnish, glazed pottery, dry batteries, and what 
not. But its biggest consumer is the steel industry. Because our 
steel industry is not yet fully developed, moat of the manganese 
produced in India is exported. Next to Russia, India is the largest 
producer. In 1946, the production was 2 5 5 ,°°0 tons 'nearly. The 
Indian iron and steel industry is able to consume only 60,000 tons 
in a year. Nagpur, Balaghat, Bhandra and Chhindwara districts in 
the aP., some parts of Bombay Presidency, Mysore, Madras Presi¬ 
dency, Bihar and Orissa are the chief places of its occurrence. 

not to be found in Pakistan. 

Cower It occurs in Chota-Nagpur, Singhbhum, Rajputana, 
Sikkim P Kulu and Garhwal, and none in Pakistan. From the extensive 
♦ 1 -n.ninffs of old workings, it can be inferred that there was a flourish¬ 
ing copper industry in India in the past. All the deposits of copper 

the form of grain. India’s contribution to the world copper supply 
is indeed very slight. - _ , 

Potmer mining is largely confined to the copper belt of Singh- 

-rS sAdf ssts a sag 

rnteS S 2-88 per cent metal. In 1946 the output was 353.0U0 
t0n "ooW In small, almost insignifioant, quantities gold ^widely 

S^annuaDy about 340,000 ozs. Other fiertds ate those of HtrtiM 


It is 
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in Hyderabad (Deccan) yielding gold worth a million sterling, 
and Anantapur in Madras yielding three-quarters of a million ster¬ 
ling ; but these are much less productive. The total production in 
1946 was 132,000 oz. nearly. 

Silver. Par from being a producer, India is the largest con¬ 
sumer of silver in the world. Only a small quantity, 25,000 oz., 
is got from the Kolar Fields. Her annual imports of silver are of 
the average value of £10,000,000. 

Lead • The lead ore deposits occur in Madras, the Himalayas, 
Rajputana, and Manbhum and Hazaribagh in Bihar. But the total 
production of lead is almost insignificant. 

Mica . Mica deposits occur in Ajmer, Travancore, Mysore and 
Hazaribagh in Bihar producing about 80 per cent of the total pro¬ 
duction and Nellore in Madras. Mica is extremely useful in the 
making of electrical goods. India has practically got the monopoly 
of mica in the world, producing about 75 per cent of the world’s pro¬ 
duction ; nearly the whole of it is exported. In 1946, the total 
output was nearly 129,000 cwt. 

Chromite. India is well blessed by nature with ohromite 
deposits. It is an important mineral used for war purposes, and up 
to the last war it was mainly used as a refractory material. * As we 
are still industrially backward, there is very little home demand for 
it. The Mysore State is the largest producer, other centres being 
Singhbhum, some parts of Bombay and Madras. Our average 
annual consumption is 6,495 tons. Nearly half of the total quantity 
of chromite is to be found in Pakistan. But with the manufacture 

of aeroplanes and motor-cars, India will be using more and more 
chromium. 

Other Mineral Products . Besides the above minerals, India 
possesses deposits of several types of Clay having a high degree of 
plasticity, which are useful for making pottery, tiles, pipes and high- 
x grade porcelain. China clay deposits are to be found in Upper 
Gondwana, Bengal, Singhbhum, Mysore, Delhi and Jubbulpore. Fine 
clay of a high refractory quality is also available. 

Then, there are various kinds of sands available in 
several localities in the U. P. and Baroda State, and they are very 
suitable for use in the glass industry. 

We have got extensive and rich deposits of aluminium bauxite 
occurring in Assam, C. P., parts of Bombay and Madras Presidencies. 
But we have not tried so far, to any considerable extent, the reduction 
of bauxite into its metal aluminium. 

Our sources of salt are also very considerable. Salt is obtained 
from sea water in Madras and Bombay Presidencies, from lakes in 
the interior, like the Sambhar Lake. The whole of the rook salt is 
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to be found in Pakistan. Salt is a highly useful material for the 
making of chemicals. It is universally in demand for human and 
cattle consumption. 

14. Review of the Mineral Position. India is the largest producer 
of mica. Her iron ore is of the richest quality and with the possible 
exception of Brazil, her resources in iron ore are the largest in the 
world. She is the second largest producer of coal as well as iron and 
steel in the British Empire. High-grade chromite is produced in large 
quantities in Baluchistan. We can safely conclude that our mineral 
resources can be counted upon for giving a fairly strong support to 
any scheme of industrialization that we may launch However, from 
the distribution of minerals it is quite evident that important 
minerals are mainly to be found in the north-eastern part of the 
Deccan plateau. Here they are mainly to be met with in the pro¬ 
vinces of Bihar and Orissa. As a result of this factor, there 
is a great future, so far as industrialization is concerned, for these 
provinces Nevertheless the concentration of these minerals in the 
north-eastern corner of the country is likely to hinder the. rapid 
industrialization in other parts as minerals on account of their bulk 
cannot be easily transported to distant regions. Most of the ores are 
being exported in a raw form at present, and we are not, there¬ 
fore, making the best use of them. As industrialization gathers mome- 
entum, many deposits which are of little value now will assume im¬ 
portance. When a reasonable amount of our immense potential 
mineral wealth is worked up we can visualize India occupying a 
leading position in the world. Now that we are free we can expect 
that we shall be able to pursue a rational and planned mineral 
policy and put India soon prominently on the industrial map of the 
world. One thing must be done immediately, viz., to stop the export 
of minerals in the raw state and instead put them into manufacturing 
processes at home. 

15. Power Resources. Supply of cheap power is one of the 
most important requisites of industrial prosperity. India aspires to 
a high class industrialism. Let us see, therefore, whether she is 
properly equipped from the point of view of power for running the 
industrial machine. 

There are several sources from which energy can be generated, 
namely, wood, wind, water, alcohol, oil and coal. Wind, which 
is being extensively used in the Netherlands, in Europe, has not 
been made use of here so far. Alcohol may be produced in large 
quantities as a by-product of sugar industry, but at present it is of 
little importance as industrial fuel. Wood is a fairly important 
source and was put to considerable use in the pa~t. But its chief 
result was reckless destiuction of the forests, a » d the industri¬ 
alists had to look elsewhere. We are therefore left with petroleum, 
coal and water-powei resources. 
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j6. Petroleum. Although an oug the minerals produced in 
India petroleum occupies quite an important place in terms of value, 
viz. the fifth, yet the quantity produced is utterly insufficient to 
meet her requirements. India’s capacity to produce it is roughly 
5°/ of her needs. About 300 million gallons of petroleum are import* 
ed°every year. As a result of the partition, we have lost to Pakistan 
one source of supply, riz., the western wing of the Himalayas, and 
we are now left only with the eastern wing in Assam. Of the total 
production of 97*5 million gallons in 1944, India’s share was 82.3 
pill ion gallons and that of Pakistan 16’2 million gallons. In this 
region there are three important oil centres, viz , Digboi, Bappapung, 
and Hansapung. Petrol, jute, batohing oil, lubricating oils, paraffin, 
wax and low grade kerosene are the principal produots of the Assam 
fields. The insufficiency of mineral oil in India can, however, be 
made up by the production of synthetic fuel oils from 9ugaroane 
and oil-seeds. About a quarter million tons of molasses are every 
year thrown away by sugar factories and this can well be utilized 
for the manufacture of alcohol which, when mixed with petroleum, 
forms excellent fuel power for automobiles. 

17. Coal. As A. Zimmerman remarks, “Coal ser/es modern 
industry in several basic ways : in the form of coke it is indispen¬ 
sable to the mass production of iron and steel ; it is an important 
raw material of the chemical industry, and it is the most potent 
single factor determining the location of manufacturing industries. 
In spite of the growing importance of its more spectacular rivals, 
especially petroleum, coal remains the chief energizer of modem 
industry and continues to provide most of the power required to 
move overland the dry bulk commodities of present-day world 
commerce. At the same time it is the biggest pay load carried by 
rail, roads and ships. Modern machine civilization thus depends on 
ooal as on no other commodity.” 1 

Although India is the second largest ooal-produoing country in 
the British Empire and ninth in the whole world, yet considering 
tiie continental dimensions of the country, our coal resources are 
extremely limited nor are they satisfactorily located. The quality 
of our oral is very inferior on acoount of its high ash content and 
the presence of moisture. Also the coal deposits are very unevenly 
distributed. The problem of coal, therefore, is not one of production 
but of transport. At present our industries are suffering from trans¬ 
port bottleneck. One-fifth of the coal raised in 1947-48 lay at the 
pit-head. Due to intermittent supplies Tata’s one blast furnaoe had 
to be closed and the textile mills worked two shifts as against three 
during the war. In the same manner other industries had to stop 
^work and production suffered. Our coal mines are neither situated 
hoar the sea-coast as in England nor in the river basins as in Ger¬ 
many. Coal has, therefore, to be transported by rail and the cost 

is prohibitive. 

1. Quoted by A. K. Sur in his Natural Resources of India (1942 , P. 4", 
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The coal output in India in 1947-48 was 27 million tons. 
Pakistan’s share is barely 3,00,000 tons. In the U.S.A. it was 456 
million tons. Our per capita consumption of coal has been put at 
•07 ton as against 4'75 tons in the U.S.A. which shows how backward 
industrially we are 1 2 3 . Jharia coal-fields accounted for a little less 
than 40 per cent and those of Raniganj for about 30 per cent. Nearly 
90 per cent was derived from the ooal-fields of Bengal and Bihar 
alone. Gondwana coal-fields supply nearly 98 per cent. Thus almost 
our entire coal supply is centred in one corner of such a big country. 
Coal is a bulky article and the cost of transport to certain industrial 
areas, as those of Bombay and Madras, is simply prohibitive. This 
imposes a serious handicap on industries in those areas. 

We have been receiving in recent times repeated warnings of 
the probable exhaustion of our coal resources in the near future. Dr. 
C. S. Fox estimated in 1934 the total reserves of good quality ooal 
at 5,000 million tons. 

The Indian Coal Committee, in 1937, estimated, however, that 
the reserves of good quality coal would last 122 years and that of 
coking ooal only 62 years.* Another expert has recently remarked 
that even with the imposition of restrictions on the use of good 
quality coal, India will experience a shortage of coal before the end 
of this century. 8 

It is possible that the geological surveys may lead to the dis¬ 
covery of some new deposits. The General Report of the Geological 
Survey of India for 1938 mentions the discovery in the Langriu area 
in Assam of new deposits of coal ore, the workable seam of which 
alone has a total reserve of 80 million tons. Dr. D. N. Wadia of 
the Geological Survey of India thinks it probable that a large extent 
of coal-bearing Gondwana rocks lie hidden underneath the great 
piles of lavas of the Deccan trap. 4 

But it is safe not to oount upon these probabilities. The situa¬ 
tion, as visualized by the experts, calls for serious thought. It is, 
therefore, necessary to economize and devise measures to make our 
limited resources of coal last as long as possible. We find, on the 
other band, that we are very imprudently wasting our coal resour¬ 
ces. Good quality coal, as it is very limited in quantity, should be 
Hscd only for metallurgical purposes where inferior coal cannot be 
used. But as against this sane method, we find that good coal is 
being used for steam-raising purposes by railways and others. This 
is something very serious and calls for immediate attention. The 
blast furnaces in India are at present designed for the use of un¬ 
washed good quality coal. This must be rectified, and plants 
modified so as to be able to use inferior coal. In the meantime 

1 Wadia and Merchant —Our Economic Problem, p. 22. 

2 Vide Report. Vol. I, p. 63. 

3 Gee, E.R—Records of Geological Survey of India, Vol. LXXV, 

Professional Paper No. 11. 

4 Wadia, D, N .— Geology of India, 1039, p. 339. 
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ways, iron and steel industry being the second and the two take off 
nearly 50 per cent of the total output of the oountry. 

A lot of wastage also results from our methods of working the 
coal-mines. Mechanical appliances for screening, cleamng and load- 
ing are used to a very small extent, and mechanization of the 
underground processes has not made much progress. The Indian 
Coal Committee of 1937 remarked: “The coal trade in India has 
been rather like a race in which profit has always come in first, 
with safety a poor second ; sound methods ‘also ran and national 
welfare ‘a dead horse’ entered, perhaps, but never likely to start. 


It is thus necessary to strictly enforoe measures like sand* 
stowing for the conservation of our coal resources. It will be a great 
pity if we become destitute of coal while our iron ore resources 

are so vast. 


18. Hydro-Electric Resources. We have seen that the pover 
position in India is not satisfactory either from the point of view of 
wood or coal or petroleum. The Indian forests are inaccessible and 
even otherwise forests cannot last long if only wood were used as a 
source of power to meet the needs of modern industry. As for coal, 
not only is the quality of Indian coal poor but the quantity, too, is 
striotly limited and it is unevenly distributed. Petroleum too, is 
insufficient. But if nature has been niggardly to India in coal or 

oil, she has been almost lavish in her gifts of hydro-eleotrio resour¬ 
ces. There are immense possibilities for the development of hydro¬ 
electric energy, especially in regions distant from the coal-mines. 
Nature seems to have marked out in India two distriot zones : The 
‘coal zone’ and the ‘water zone’. The potential resources of water¬ 
power in India have been estimated at 27 million horse power. For 
every 1,000 feet of fall from the Himalayas, seven great rivers east¬ 
ward from the Indus oan produce three million horse power. This 
applies to other rivers too. 


19. Economic Benefits of Electricity. Eleotricity is a great 
boon to a modern community. It is at once the cause and symbol 
of civilization. Inside the home it relieves a great deal of domesbio 
drudgery. It gives better light and at less cost, and it is so 
convenient. 

. ’ • . . * • 


To the industrialist it provides cheap power at a place most 
convenient to him and in units he needs. The cost of generating 
eleotrioity is estimated to be one-fourth as oompared with coal, oU 
or fuel. But besides supplying power, electrioity is essential in 
many ' industrial processes. For example, for making aluminium— 

the wonder metal of the 20th century from bauxite—eleotrioity 

^ _ 

1. Vidt Report, Vol. I, p. 30 * 
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is indispensable for smelting the ore. As eleotrioity can be economio* 
ally transmitted to a distance of 250 miles, it can facilitate much- 
needed dispersal of industries from the congested and costly 
industrial centres to open areas. It makes winter hot and summer 
cool and this considerably improve labour effioienoy. 

Electricity is especially beneficial to the small industrialists and 
rural craftsmen. In Surat about 5,000 looms, mostly owned by 
artisans, are operated by eleotrioity. In Japan and Switzerland small- 
scale industries are all run by eleotrioity. It can, therefore, be 
utilized in India as a potent weapon for the regeneration of cottage 
and small-soale industries. 

In transport, too, eleotrioity can be of inoaloulable benefit. 
Already in India electrio trains run between Bombay and Kalyan. 
It has been estimated that the entire power now utilized on Indian 
railways can be generated from a single project like the Kosi, 
and the Indian railways consume seven million tons of coal every 
year. 

In our rural economy eleptrioity has a vital role to play. It 
can be used in lifting water from the wells and thus economize cattle 
energy. Already in some villages in East Punjab, the U.P. and Madras 
eleotrioity is being supplied for this purpose. In France 95 per cent 
small farms, in Japan 90 per cent and in Holland 100 per cent farms 
have been supplied eleotrioity from central service stations. 1 The 
‘tail water’ can be utilized for irrigation purposes. Hydro electrio 
schemes have been thus linked with important irrigation projects. 
Several multiple projeots are either under construction or investiga¬ 
tion in India. 

Thus eleotrioity is the foundation of the new Industrial Revolu¬ 
tion. Statistics of world power production show that coalas a source 
of power is fast losing ground to oil and water-power resources. 

20. Present Hydro-electric Installations. India is one of the 

pioneers in the world in the matter of hydro-electric installations. 
The first hydro-electric plant was installed at Darjeeling in 1897-98. 
An other hydro-electrio project was completed in 1902 in Mysore 
State on the river Cauvery and for some time it was the longest 
transmission line in the world. 

in Bombay Presidency there are three electrical installations 
managed by Messrs Tata and Sons, viz., Lonvala, Andhra Valley and 
Nila Mula, having a combined capacity of 246,000 h. p. They supply 
eleotrioity to Bombay mills and electrio trains at leBs than half 
anna per unit. 

In the South the Pykara Hjdro-Electric Works (Madras) have 
a capacity of 90,000 h.p. in addition to 30,000 h.p. from the tail 
water at a lower site. It has the highest head plant in the British 
Empire. Of the total demand for electricity, 60 per oent comes from 
textile mills and 15 per oent from other industrial establishments. 
Then, there is the Mettur Hydro-Electric Works which is considered 
to be’the largest of its kind in the world. It has a capacity of 50,000 

f I 

Nanavati aod Aajaria — Tha Indian Rural Prjblem , p. 179. 
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. ntw schemes operating in Madras are Annolley, Karten 
and"Munar * The Papanasam Scheme completed in 1944 h as a capa- 
Sy ofT.000 k w. Palliva..l Project of Travancore State ha, alto 

a similar capacity. 

The Mandi Hydro-Eleotrio Works in East Punjab hwe a 

S“qutomS; 0 °of the present generation in Delhi and East 
Punjab? Its 15,000 feet long steel mantled tunnel is a marvellous 

achievement. 

In the U.P. there is the hydro-electric grid system, g< Derating 
newer from the Ganga Canal System and supplying electricity to 
th^ principal towns in the province. Another installation is at 

Naini Tal. 

To Kashmir belongs the credit of having completed tbe second 
hydro-electric works in India. Electricity is generated aj Baramulla 
on the river Jhelum and the plant has a total capacity of 26,000 

h. p. 

21 Review of Hydro Electric Developments and Future 

Possibilities • In spite of her immense water-power resources and 
their strategic location, India has not been able to develop more 

water-power potential estimated to be 30-40 million kilowatts. What 
hampers the hydro-electric developments in India is the seasonal 

character of her rainfall which necessitates the building of costly 

dams to ensure continuous flow of water. Electricity is vet unknown 
to the common man in India and its supply is confined mostly to 
urban areas and a few villages. Calcutta and Bombay having 
1 per cent of the population of the country consume 50 per cent elec¬ 
tricity generated in India, and 50 per cent is consumed by the re- 
mainine 99 per cent of the population. Canada started developing 

her hydro-electricity three years after the first plant was set up m 

India. But today her installed capacity is 15 tunes that of ours, of 
the U.S.A., 29 times and that of the U.S.S.R. 45 times. Even com¬ 
paratively small countries like France, Switzerland, Norway, Sweden 
and Japan each has a capacity 5 to 10 times the installed capacity in 
India. India today uses in a year as muoh electrical energy as the 
U.S A. generates in a week. Over 42 per cent of this energy is used 
in the oities of Bombay and Calcutta while, If Ahmedabad and Kan¬ 
pur are included, over half of India’s total supply of energy is 

rnnn nifinfl r>rm f, n/i ni n cr less than 14 per cent of the popula- 



palfcrv 9*2 k.w. in India as against i,oou k. w. iu «uo v 

k. w. in Switzerland, 2,100 k.w. in Sweden, 3,090 k.w. in Norway 

and 4.000 k. w. in Canada. 2 



1. Whittaker. 1948 ed p.765. 

2 . Central Board of Irrigation’s Leaflet No. 5 Hydro-Electric Development 

in India. 1 



22 INDIAN ECONOMICS 

The Government of India is now in dead earnest to convert 
our “water into wealth”. A large number of multiple projects are 
now either under construction or in advanced stages of planning, 
They will provide not only electricity but also irrigation, flood 
control, navigation, fish culture and reoreation facilities and new 
‘plaoes of pilgrimage’. Wnen all these projects have been complet¬ 
ed additional eleotricity to the tune oi 14 million kilowatts will 
become available and India will rank as the third largest oountry 
in the world in this respect, next only to the U. S. A. and the 

U.S.S.R. 

■ 

Th° following is the brief summary of new hydro-eleotrio 
developments : — 

The Radcliffe Award threw East Punjab into an industrial 
deluge as most of the industries were situated in West Punjab. 
East Punjab is without coal or oil. But rapid industrialisation is 
essential to place this infant border province on its feet. With this 
end in view, two irrigation-oum-hydro-eleotrio schemes are being 
expedited, viz , the Nangal Projeot and the Bhakra Dam Soheme. 
The Nangal Projeot provides for a barrage aoross the Sutlej at a 
site about 40 miles from Rupar. The first power house is to be 
located at a distance of 12 miles from the barrage where a 98-fo .t 
fall will be utilized to generate eleotrioity. Another power plant is 
to be installed at a disbanoe of six miles from Anandpur. The total 
power available from the two power houses in this stage will be 

1,40,000 k.w. Jt is proposed to add one more set of 24,000 k.w. 

in eaoh of the two power houses, bringing the total installed capaoity 
so 1,44,000 k.w. There is a possibility of constructing two more 
power houses, one at Rupar and the other a few miles down the 
Bhakra canal, 1 each capable of developing 15,000 k.w. firm power. 
This projeot is expected to take three years to complete and is 
estimated to cost Rs. 22 orores. 

The Bhakra Dam site is about eight miles up the Nangal 
Barrage. The Bhakra power houses will generate 1,80,000 k. w. 
The tail water from these power houses will feed Nangal power 
houses No. 1 and 2. Bhakra Dam projeot will take about six years 
to complete and <s estimated to oost Rs. 70 orores. 

The Nangal Hydel System will supply eleotrioity to 67 towns 
in East Punjab not only for lighting, heating and industrial purposes 
but also for tube-well irrigation in several areas like Ambala not 
served by canals. This will help in de-watering the water-logged 
areas, supply this water in dry tracts and create a proper balance 
between surface irrigation and sub-soil water level. It is also hoped 
that subsequently the trains running between Delhi and Amritsar 
will be electrified. 

In the U. P. preliminary explorations have been oarried out 
in connection with two ambitious power projects in Garhwal 
District, viz., Marora Dam and Ram Ganga Dam. The former 
envisages the construction of a dam aoross the river Nayar and will 
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generate 200,000 k.w. at Marora Dam and 32,000 k.w. at Byasghat. 
The scheme will cost Rs. 24 orores. The Ram Ganga project will 
have a peak production of 90,000 k.w. and from the tail water 
another 20,000 k.w. and will involve a total cost of Rs. 110.61 
lakhs. The Sarda Hydro-electric Project in hand at present will 
generate 41,400 k.w. and will cost about Rs. 7 crores. The 
Mohammadpur Power House, which has been almost completed, has 
an installed capacity of 9,300 k.w. The Betwa Power Project is to 
be developed in two stages. The first stage will consist of a storage 
dam at Piprai on the river Naraini and the power station at 
Dhukwari costing Rs. 1.31 crores and generating 2,600 k.w. In 
the second stage will be constructed the Singhpura Dam which 
will cost Rs. 8 crores nearly and will take three years to complete. 
It will produce 4,600 k.w. The Gogra Power Project will generate 
in two stages 300,000 k.w. The Kothri Dam Scheme in the 
Garbwal Distriot is expected to produce 6,000 k.w. '1 he most 
important scheme contemplated is the Pipri Dam and Power Station 
Project. It comprises the construction of a dam across the river 
Rihand near Pipri in the Mirzapur District. The power house will 
have an installed capacity of 230,000 k.w ; it will involve a total 
oost of Rs. 29 crores and will be completed in six years. Another 
major scheme is the Jamuna Hydro-Electric Project. It will generate 
40,000 k.w. in the first stage and 60,000 k. w. in second stage with 
the possibility of additional 47,200 k.w. and 72,800 k.w. respective¬ 
ly from May to October. The Pindar Hydro-Electric Scheme will 
generate 40,000 k.w. firm power and 60,000 k.w. of seasonal power. 

The Kosi Project is the most important project in Bihar. It 
envisages the construction of a dam, about 760 feet high, across 
Chatra gorge in Nepal. The power plant at the dam site will 
generate 1.8 million k. w. at 60 p.o. load factor. The approximate 
cost of the entire project will be Rs. 90 crores. 

tt In Bombay a big hydro-electric projeot known as the Koyans 
Valley Power Grid is proposed. The site is at a distance of 40 
miles from Karad (M. & S M.Railway) station in the Satara District 
It will have one of the biggest generating units in India, viz. 
Wore than 260,000 k.w., and cost Rs. 25 crores. The Kalinandi 
Hydro-Electric Projeot that commenced work in January 1947 will 
make 350,000 k.w. available. 

In C. P. and Berar there are four sites for hydro-electrio 
development which will be completed in five stages and when 

JE“jg*£ w, “ P™ vide , ’00,000 k.w. Of continuous power or 

200,000 k.w. at 50 p. o. load factor. The total oost is estimated 
to be Ks. 20 orores. 

In Madras the Pykara Plant Extension Third Stage was 
sanctioned m 1946 to meet increased demand for power in the Pykara 
areas as well as the seasonal and emergency deficiencies of the Mettur 

o?212nnn n t Sam tt” 8 ',. 14 provides for an installed capaoity 

and estimated cost is about Rs. 2 crores initially 
and Rs. 3.6 orores at the end of the 10th year. The Moyar Hvdro- 

electno Soheme is designed to utilize the tail water of Pykara Power 
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House. The Ramapadasagar Project and the Kistna Power Project 
will also produce some electricity. 

In Orissa there is a plan for the unified development of 
Mahanadi Valley. It comprises of three units, viz., the Hirakud 
Dam Project, the Tikarpara Dam Project and the Naraj Dam Project. 
The three units can be developed independently and still form in¬ 
tegrated parts of one plan for the whole basin. The Hirakud Dam 
will * halter the wild Mahanadi river” by a dam at about nine miles 
upstream of the town of Sambalpur. The project will generate 
o£o nno k w and is estimated to cost Rs. 48 crores nearly. Ihe 
flow of the ’ Mach Kund at Duduma Falls can also be utilized to 

generate 100,000 k.w. 

The Damodar Valley Project is the most important scheme in 
West Bengal and will generate 300,000 k.w. It will cost about 
Rs. 55 crores. The Central Government have passed an Act for the 
formation of an autonomous Damodar Valley Corporation. The 
construction work has already commenced. Besides there is 
Jaldhoka Hydro-electric Scheme having a capacity of 10,000 k.w. 
in dry weather and 17,000 to 33.000 k.w. during the monsoon. 

This will meet all the tea factory loads. 

Besides these major schemes, there are several others which are 
being launched or are under consideration in other parts of the 

oountry. There are eleven sites in Assam capable of generating up 

to 4 mUlion kilowatts ; in Baroda the Zankhan Project with a capa¬ 
city of nearly 2,500 k.w. and the Saharmati project with 6,000 k.w, 
capacity. the Koiar Nadi project of 16,SCO k.w ; the Sind River pro- 
ieet (Gwalior) with 16,000 k.w. capacity. Four schemes under con 
etruction in Hyderabad will supply about 139.000 k. ^-andseven 
maior schemes under investigation will be able to generate 500,000 

IZ' I* the canal head and 2,630 k.w. at the canal tail. The Jog 
Power Project (renamed Mahatma Gandhi Hydro- electric Works) in 

feet wUl havi a capacity of 16,000 k.w. The Chambal Hydro-elect- 
lie Scheme (Holkar State) will produce 11,28.000 k.w. continuous 
besides the power stations at the two pick up weirs m Mewar and 
Kotah, with 68 000 k. w. and 56,000 k. w. respectively. 

22 A Poor People in a Rich Country. This rapid survey of 

our resources is enough to show that Nature bas been very generous 

us-almost lavish in some respects. Her biggest gift, the Himalayas, 
are of incalculable economic benefit to us and have .mmense po^n- 

rich economic life. Our mineral resources are fairly varied and 
^XtenUy rich. Coal may be deficient, but water power resources 

rSlwj "• «• ideally aituated. India aeem. to be 
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thus marked out to be one of the most prosperous countries of the 
world. 

But what is the actual position ? Poverty stalks the land, a 
poverty for which there is no parallel in the world. It is nothing 
short of an enigma or a paradox that we should be poor while our 
country is meant to be so rich. Obviously man has failed to take 

full advantage of the gifts of nature. 

\ 

It is not proposed to discuss here in detail the problem of 
poverty. But we can make some general observations here in order 
to understand this mystery of poverty in the midst of plenty. 

One thing that strikes us is the criminal waste of our resources. 
We have already seen how our coal resources are being wasted for 
the sake of getting maximum profits. Dr. R. K. Dass, in his book 
Industrial Efficiency of India , has made a detailed study of the 
wastage of our resources. According to his calculation, of the poten¬ 
tial arable area, only about 30 per cent is being utilized for produc¬ 
tive purposes and 70 per cent is lying waste. Taking the most liberal 
view, not more than 25 per cent of our forest resources are utilized 
and 75 per cent wasted. The wastage of fisheries has been put at 
two-thirds a year. Production of iron ore is only a little more than 
i 1 per cent of what it should have been. Wastage of water resources 
amounts to 99 per cent. He concludes that the wastage of natural 
resources of India amounts to 75 per cent. 

Then, there is also a wastage of human resources on aooount of 
ill-health, ignorance, unemployment or under-employment, useless 
motherhood and premature deaths. Out of the total manpower of 
178 million persons (based on 1921 census) consisting of 92 million 
men and 86 million women, India loses annually the labour or energy 
resources equivalent to 45*9 millions through under-employment, 32 9 
million through ill-health, 2*5 million through useless motherhood. 
In other words, the energy resources of 114 million persons, i.e., 64 
per cent of the total manpower is annually lost. 

Wastage of oapital arises from unproductive investment 
from immobilization of the capital resources and from imperfect 
utilization of the existing capital resources. This has been estimated 
at 66 per cent of our total capital resources. 

The total wastage of the productive factors, viz., land, labour 
and capital, has been put at 69 per cent 1 which is more than two- 
thirds. We are, in other words, utilizing less than one-third of our 
productive power. Is it any wonder that we are poor ? 

Causes responsible for this wastage are numerous and complex. 
They lie in our social, economic and political structure. Racial 
characteristics, ignorance, inexperience and illiteracy all have some¬ 
thing to do with this state of affairs. 

1. R- K. Dass —The Industrial Efficiency of India, 1930. 
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The absence of economic independence has prevented so far 
the formulation of policies calculated to exploit our resources on the 
right lines and to the full extent. The policy of laissez faire , 
pursued by the State in India* has considerably affected the develop¬ 
ment of our resources. 

The adverse influence of social conditions is only too apparent. 
The caste system is responsible for the viviseotion of society and, 
by preventing free mobility of labour, fits many round pegs in 
square holes. The joint family system kills individual initiative 
and enterprise and breeds drones, which in its turn, reduce the 
chances of accumulation of capital. The stay-at-home habits 
engendered and encouraged by the system, are responsible for the 
maladjustment of supply of labour to the demand for it. 

The dominance of religion makes the people fatalistic, supersti¬ 
tious and conservative and cuts across the organization of the econo¬ 
mic interests. Religious sentiment also prohibits, in the majority 
of cases, the full economic utilization of our cattle resources. The 
most important cause has been our political subjection. Now that 
we are free, we shall be in a position to pursue a correct economic 
policy. But before any tangible results can be achieved, the charac¬ 
ter of our people will have to be rehabilitated from a state in w hich 
our 160-year-old slavery had landed us in. 

Books Suggested for further Reading, 

1. Sur, A. K.—Natural Resources of India (Padma Publica¬ 
tions, Bombay). 

2. George Kuryan—Hydro-Electric Resources of India. 

3. Central Board of Irrigation’s Leaflet No. 6—Hydro-electric 
Development in India. 

4. Coggin Brown—Mineral Wealth of India. 

6. Wadia, D. N.—Geology of India. 

6. Report of the Royal Commission on Agriculture (Chapter 
on Forests). 

7. Note by Sir Harbert Howard on “ Post-War Forest Policy,’* 

8. Dubey—Economic Geography of India. 
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CHAPTER II 

POPULATION 

1. Importance of the Study of Population. In spite of the 
preoccupations of World War II, India held a census in 1941. Finan¬ 
cial considerations did not allow the operations to go their full 
course and many important tables were left incomplete; still the very 
undertaking of the task at such a time showed how very important it 
was. It is only recently that scientific study of demography has been 
undertaken and its importance recognized. The progress of a coun¬ 
try is so much dependent on the people living in it that without a 
proper survey of the different aspects of its population, no future 
plans can be made. India is poor and her poverty has no 
parallel in the world. The per capita income is meagre. The stand¬ 
ard of living is almost the lowest in the world. Curiously enough, 
this extreme poverty exists in the midst of great plenty. To 
remedy this situation a thorough and scientific study of Indian 
economic life is essential. But no active remedies can be suggested 
without a study of the people themselves, their number s, age 
groups, occupations, diseases, ratio between the two sexes, etc. 
Herein lies the importance of the study of the population problems 

of the country. 

2. Population Statistics. The total population of India, according 
to the 1941 Census, was 388,997,95s 1 . The total area of India (exclu¬ 
ding Burma) is 15,74,000 square miles. The table below gives statis¬ 
tics of the total population, its density, distribution according to 
political divisions, community proportions, sex ratio and urban and 
rural population. After division into the dominions of the Indian 
Union and Pakistan the population of the former, including Hydera¬ 
bad and Kashmir, is 318 million, and of the latter 71 million. The 
area of the Indian Dominion is 12,09,000 square miles and of Pakis¬ 
tan 3,65,000 square miles. 

3. Increase in Population. During the last 50 years the 
population of India has grown by 110 million as is olear from the 
table below. 

TABLE I 


POPULATION (IN MILLIONS) 

Peroent increase 

1891 1931 1941 Binoe 1891 

Total persons 279 338 389 39 

British Provinces 213 257 296 ' 39 

Indian States 66 81 93 40 

1. The estimated population of the Indian Union in 1947 including 
Hyderabad was 23j unil liopa _ - 
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TABLE II 

Percentage of variations from decade to decade was as follows 
1891-1901 1901-1911 1911-1921 1921-1931 1931-1911 

+ 1'6 +6*7 -fO-9 106 +15 

It will be seen that the growth of population from decade to 
decade has been slow and irregular. The factors governing this 
irregularity have been largely famines or epidemics. Their preval¬ 
ence has been a restraining influence and their absence responsible 
for a substantial inorease. Between 1891 and 1901, the twin 
factors of plague and famine oheoked a rapid growth in numbers 

while the deoade 1901-1911 experienced a fair degree of agricultural 

prosperity and so registered a higher increase. The prospects of 
increase in the next decade (1911-1921) were marred by influenza 
which raged in an epidemic form. But for this calamity, which is esti¬ 
mated to have taken a toll of 14 million persons, population in India 
would have considerably increased. It seems the increase in numbers 
during the first seven years of this deoade was neutralized by this 
disease during the closing years. Since 1921, however, the popula¬ 
tion has increased at a very rapid rate. Nature seems to have been 
less unkind. Perhaps the methods of conquering epidemics have 
been more or less perfected. Better irrigation facilities, too, have 
mitigated famine conditions. Part of the inorease may be attri¬ 
buted to widening the area of census operations and an improve* 
ment in the methods. Even when allowance is made for these 
factors, the actual inorease in population seems to be fairly alarming 
as it came to no less than 10*6 for every hundred. The rate of inorease 
between 1931 and 1941, namely 15 per oent, is even more perturbing 

when we oonsider the already huge size of our population. 

| 

The increase has, however, not been uniform in all parts of India. 
The census report says : “ Rates are noticeably higher in the north 
than in the south and have two extreme# peaks in the extra ne west 
and north-west and in the east. In fact, we have in the Punjab and 
Eastern Bengal two swarming areas. Both are comparatively 
young from the habitation poiot of view.” 1 

Let us examine the causes that are responsible for the rapid 
growth of numbers during the last 20 years or so. 

4. Causes of the Great Increase. The oauses of the great 
increase in population may be summarized as follows : — 

(a) The new irrigationsoheme in the Punjab threw open con¬ 
siderable semi-desert areas to new colonization. The prooess started 
from almost zero, and is still going on at speed. The same was the 
case in the U. S. A. and Canada when the human tide first flowed 
in from Europe. The new colonies in the Bikaner State have 
attracted the Sikh farmer who has been responsible for a 40 per 


1. Census oflndi.t Report 1911, Vol. I, p. 23. 
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cent increase* Bahawalpur, too, has fared similarly. In Western 
Bengal with increased agricultral oapaoity the numbers have multi¬ 
plied rapidly. 

(6) The 1931 census figures were low as the census was taken 
during a period of political disturbances. The Civil Disobedience 
campaign was responsible for leaving many persons unregistered. 
The leakage was greatest in North India. All that slack was, 
however, caught up in 1941, hence the increase in density in North 
India. 

(c) In 1941, the country as a whole was census-conscious and no 
one wanted to be missed in the count. In fact, it has been suspect¬ 
ed that misjudged communal enthusiasms vitiated enumeration. 
Exaggerated figures were supplied in certain urban areas To corret 
these wrong figures house lists were used for comparative corrobo¬ 
ration and “sound enough results were obtained” according to the 
Census Commissioner, though there is much room for doubt. 

(d) There is no doubt that the number of hospitals, doctors and 
nurses in India is small and, considering the vast area and the huge 
population of the country, the arrangements for medical aid are 
very meagre ; yet there is no doubt that during these years the 
facilities for such aid have greatly increased. As a result, while the 
birth-rate has remained steady at 33 per 1000, the death rate has 
gone down from 31 per 1000 in 1920 to 21 per 1000 in 1940. Besides, 
the mortality from epidemics like cholera, small-pox and plague has 
also decreased. Infant mortality figures also show a marked fall 
from 195 per 1000 in 1920 to 160 in 1940. Obviously these factors 
are all responsible for the heavy increase in population. 

5. A Study in Density of Population. The number of persons 
per square mile varies from province to province and from State to 
State. We find such extreme variations as Baluchistan with 11 
persons per square mile and Bengal with as many as 779. There are 
sereral factors responsible for these provincial and State variations. 

Density is governed, in the first place, by climate. A healthy 
climate will attract more people and maintain larger numbers. If 
climate happens to be unfavourable, as in Assam, the density will 
be very low. 

Secondly, apart from the effect of climate on health, the density 
of population in India, as in other countries, is mainly controlled by 
the distribution of rainfall. If rain is adequate, timely and evenly 
distributed, it will be highly conducive to the growth of cereal crops 
like rice. As rice is a prolific crop it can support a high density of 
population. But rainfall is not the only determining factor. In 

the Himalayan areas like Debra Dun, Almora and Simla, the rain¬ 
fall is ample and varies between 60 and 85 inches in the year yet 
the numbers per square mile are very few. Similarly in Assam 
where the rainfall is Dlentiful, the density is only 186. The same 
is true of Kashmir which has a density of only 49. It is seen that 
relief of land also plays an important part in density of population. 
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Regions with bold relief and heavy rainfall are not important pro¬ 
ducers of rice. Obviously no single factor can explain variations 
in density. It is only a happy combination of several factors which 
makes a higher density. 

Thirdly, it is seen that irrigation facilities which stabilize agri¬ 
cultural conditions lead to denser population. The canal colonies 
in the Punjab are much more densely populated than some of the 
other districts. 


Fourthly, economic development leads to dense population and 
the absence of it accounts for sparse population. Undoubtedly the 
number of people that can be maintained in the pastoral stage is 
very small. In the agricultural stage larger numbers can be 


supported. But in the industrial stage there is room for many 
more people. It is well known that all centres of trade and industry 
are usually densely populated. The higher density in Bengal is 
partly due to this factor while the lower density in the Punjab is 
due to the agricultural character of the province. 


Fifthly, the nature of the soil also makes a difference. Regions of 
sandy soil show a lower density as compared with fertile areas. 
Rajputana, for instance, is very sparsely populated. 

Sixthly, perhaps the most important single factor having a 
bearing on density is the configuration of the area. It is the shape 
of the surface of the earth which largely explains variations in den¬ 
sity. The hilly and mountainous tracts in the north-east or north¬ 
west of India are less densely populated, than the level plains of the 
Punjab, the U.P. and East Bengal. Level tracts afford greater 
facilities, economic activities and yield more fruit. India is mainlyan 
agricultural country and density varies with agricultural conditions. 

Seventhly, security of life and property is also responsible for 
the number of people living in an area. In the tribal areas and in 
certain tracts bordering on jungles, the density is comparatively low. 

Finally, inter-provincial and inter-State variations in density are 
due to inertia. People cling to their native land even though the 
prospects of living may be brighter in other provinces where oustoms 
and language are different. 

6. Density in India Compared with Foreign Countries : If 

we compare the density of population in India with some other 
oountries, like the U.K., there seems to be no cause for alarm. 


TABLE III 

DENSITY PER SQUARE MILE IN SOME OOUNTRIES 


U.K. 

• • • • • • 

Density 

685 ~ 

Year 

Belgium 

Japan 

Germany 

• • • • • • 

• • • • • * 

* 664 1 

352 f 
443 J 

1931 

British India (excluding States) 

341 

1941 
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These being industrial countries they can easily maintain heavy 

numbers. When, however, we compare India with countries having 

an agricultural economy, we feel concerned at the seriousness of 
the problem, 

TABLE III ( Contd .) 


France - 
U.S.A. 

New Zealand 

Egypt 

India 


• • 


• • • 


• • • 


• • • 


Density. 
184 
41 
12 
34 
246 



Year 

1931 


1941 


With such a dense population the pressure on the soil has greatly 
inrceased. The agricultural resources of the country have not expan¬ 
ded in proportion. Between 1901 and 1941 the population increased 
by 32 per cent while the cultivated area increased by 13 per cent only 1 
and the area under food crops during the same 40 years increased 
by a bare 6'3 per cent. During the war of 1939-1945 when India was 
cut off from Burma and Australia, she had to face such a dearth of 

lood that severe famine conditions prevailed in deficit areas like 
Bengal. 

7. Is There any Connection Between Density of Population 
and the Level of Prosperity in a Country ? From Table III above 
it would appear that so far as density is concerned, we are in the 
company of rich and prosperous countries like the U.K., Belgium, 
Germany and Japan. Like them we show a very high density of 
population per square mile. From this one might oonclude that 
there Is a connection between high density and prosperity. It may 
be argued that a large number of intelligent, industrious and re- 
sourceiul people will certainly develop the resources of a country to 
its best advantage and contribute to its material prosperity The 
argument seems plausible. But it is fallacious. If a country is 
densely populated It does not necessarily follow that it must be 
prosperous. The same density does not indicate the same level of 
economic prosperity. The United States-admittedly the richest 
country in the world—has got a very low density of 41 persons per 
square mile, and though the New Zealanders are fairly rich, yet the 

density there is as bw as 12 . The U.K.. with a high density and 

W1 rru & d ? n8lfc y en j°y nearly the same standard of 
posperity. Thus there is no necessary connection between density 

dens&Sall agricultural countries we have the highest 

densifcv i« BU f t f n r fr ° m lndl _ catlD g a ,ar ger measure of prosperity; this 
density is actually a cause for alarm. r J 

_ The Problem of Urbanization. In 1921, 10 2 per cent of our 
S wir Ve ? 1931, 11 per cent, while in 1941, 12.8 per 

Indian Dominion (including Hyderabad and Kashmir) and 8-3 per cent 

1 Gyan Chand India's Teeming Millions , Chapter VIII, 
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in Pakistan. Thus about 87 per cent of the people in India still live in 
villages. The conditions in the West are quite the reverse. In 
Western countries the percentage of urban population varies from \ 
nearly 50 per cent in France to 80 per cent in England and Wales. 

The distribution of population between rural and urban areas 
is highly significant. Economic progress in every country has been 
marked by a corresponding increase in the urban population. The 
fact that a very small proportion of our people lives in urban area:* 
is an index of our economic backwardness. It shows unmistakably 
that we are yet far behind other civilized countries in the develop¬ 
ment of trade, transport and industry. It brings home to us our 
almost exclusive dependence on agriculture and indicates an unba¬ 
lanced economy. 

The rural-urban distribution of population is significant from 
another point of view. It throws light on a people's national 
character. It is well known that personsliving in the villages are 
lethargic, conservative, superstitious and impervious to new ideas. 
Villages are backwaters of civilization and regions of intellectual 
stagnation. Village life acts as a drag on economic progress. On 
the contrary, the inhabitants of cities are alert, industrious and 
resourceful. It is from the cities that all progressive ideas radiate 
and civilization spreads. The fact that we have only a few cities 
shows that the springs of economic progress are exceedingly weak. 
Our huge rural population stands in the way of all enlightenment 
and progress. A country is what its people make it. For economic 
progress a toning up of national character is, therefore, very 
essential. 

These considerations call fora more balanced distribution of 
our population between rural and urban areas. Not only is the 
proportion of our urban population insignificant, but progress in 
this direction has been very slow. From 10*2 per cent in 1921 
we have advanced to a bare 12*8 per cent in 1941. It seems as 
if we have been almost stationary in this respect. 

But although the percentage of increase has been slight, yet the 
absolute growth in urbanization is substantial. No doubt the 
number of big oities in India is small. There are seven with over 
600,000 persons and only 57 with over 100,000. But between 1921 
and 1941 the number of oities with 50,000 to 100,000 persons has 
gone up from 65 to 95, those with 10,000 to 20,000 has risen from 
643 to 733 and the number of localities with 5.,000 to 10,000 has 
increased from 987 to 3,017. Looked at from this point of view 
the speed of urbanization seems to be quite fast. Urban population 
increased from 37 million in 1931 to 60 million in 1941 while rural 
population increased from 301 million to 339 million during the 
same period. The following are the main causes of this develop¬ 
ment :— ^ r 

(a) Industrialization is increasing with greater aggregation ot 

numbers in the cities. To maintain healthy surroundings and check 
the insidious inroads of infection and disease, it is most essential 
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that the local authorities should strictly regulate further building 
activities and frame comprehensive plans in time for the spreading 
towns. Uncontrolled urbanization would bring misery and suffering 
the effects of which would be impossible to eradicate. 

(b) City life has great charm for middle class people. Electrio 
light, running water, tram and bus, all play their part. Educational 
facilities for boys and girls are another attraction. The library, 
the theatre and the cinema-house have an appeal of their own. In 
fact, the comforts and amenities of life in big cities are responsible 
for the increase in their numbers. 

(c) The anti-moneylending legislation in the Punjab has played 
its part in denuding the countryside of many educated people who 
have flocked to town and city in search of better business. 

The Bombay province has the largest percentage of people 
living in towns while Assam has the smallest, with 26 and 2*8 per 
oent, respectively. 

The U. P. has the largest number of cities, with the Punjab run¬ 
ning a close second. Bengal has only four big oities including Calcutta. 

It is not suited for big cities. The Bengalee is not fond of factory 
life. In areas where cheap hydro-electric power is available as in 
West U. P. and East Punjab, greater dispersion of numbers is 
possible as well as desirable. 

No doubt countries like the U.K., Germany and U.S.A. have more 
people living in urban areas, and India is backward in this respect. 
But there is another side to the picture : India is a tropical country. 
Urbanization to the extent which is present in the West is not compa¬ 
tible with her climate. With a bare 12’8 per cent people living in the 
towns, the congestion in some of the big cities is terrible. Tuber¬ 
culosis and venereal diseases are rampant, while epidemics take a 
heavier toll in the cities than in the open countryside. 

Unfortunately, as Mr. Yeats, the Chief Census Commissioner, ~ 
remarks, “This urbanization has all the drawbacks of lack of control 
and general squalor”. Approaches to every big city are hideous. 
Thousands of homeless squatters are found camping in the outskirts. 
Brick-kilns are another hideous sight. Lahore “from the air is a 
spreading sore.” Delhi with its “ribbon development” along roads 
going out of the city is even worse. Calcutta is “as cm octopus with 
more than eight tentacles.” Amritsar presents an ugly, repulsive look. 

The slums in big cities like Bombay, Calcutta and Delhi which 
shelter large numbers of labourers are a clear proof cf the lack of 
foresight on the part of the governing bodies. The “tenements” 
constructed in some of them are an effort to improve factory 
labourers* residential conditions, but they are neither sufficient nor 
comfortable. This “slummery” is destructive of both moral and 
physical health of the labourer. 

In India, therefore, we do not advocate piling up of people in 
big oities t blindly following the West. We are anxious not to repeat 
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the mistakes of the West. We should have a scientifically P] ann .®J 

development of our cities so that all evils associated with 
congested areas are prevented from appearing m India. We should 
have medium-sized, open, airv and healthy towns. What is needed 
in India is the urbanization of the rural and realization of the urban 

centres. 

It is interesting to note that in 1941— 

94-2 millions of people lived in villages with less than 600 inhabitants. 
g 6 . 96 F . .. „ 600 to 1,000 inhabitants. 

674 
634 




„ 1,000 to 2,000 inhabitants. 

2,000 to 6,000 inhabitants. 

Vt# - * f ' ' - 

301-66 millions lived in rural areas. 

9. Distribution According to Occupations. A study of the 

table below shows the occupational distribution of our I'eople an 
gives an idea as to the relative importance of the various means by 

which our people earn their living. 

General occupations 


A, 


Production of raw 
materials 


B. 


C. 


(i) Animal and 
vegetation 
(it) Minerals 

Preparation and (i) Industry 
supply of material (ii) Transport 
substances (&) Trade 

Public Administra¬ 
tion and Xjiberal 


Percentage 

66*60 
0 24 
10*3* 
1*66 
6*83 


Total 

Percentage 


66*84 


17-66 


Arts 


D. Miscellaneous 


(t) Persons living on their 
own income 
(ii) Dom^tio service 
(Hi) Insufficiently described 
(iv) Unproductive 



2*86 


13 74 


We observe that almost 66 per cert of the peop’e depend on 
agriculture while only 10% are engaged in industry and 6 per cent in 

tok”n JET'. our 

human reaourcea would hare shown a more balanced allocation. 

t... ii,..,, o ppr. cent of our people are engaged in admims- 

tration, the ponce ana , f ^ tion ifJ dou bled it will not 

solve tlm problem of middle class unemployment. In the " b ® e " c ® 

people *fight so hard for the limited number of Government jobs. 

a in-sa npr cent are shown aa being engaged m Indus ry f 
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only 1*5 per cent are accounted for by organized industry. When we 
kn:>w that less than one-fifth of our people are engaged in trade, 
transport and industry, we find a clue to Indian poverty. The 
majority are doing unremunerative work, hence poverty is inescapable. 
Industrialize or f.eri<h , should be our slogan. Rehabilitation of agri¬ 
culture alone cannot pull us out of the mire of poverty. In fact 
the most distressing ‘act about our vocational distribution is that 
an overwhelming number of people are dependent on agriculture. 
Even Bengal, Bihar and Orissa, in spite of having developed cer¬ 
tain industries, are predominantly agricultural and so are the Punjab 
and the U.P. although a very large proportion of their population is 
returned as industrial labour. India shows the highest percentage 
of people in the world as depending on agriculture. 

Agriculture is admittedly the least remunerative of occupations. 
Experience shows that economic progress has always been marked 
by a diminution in the numoers engaged in agriculture and by an 
increase in those engaged in trade, transport and industry. In 
England, for instance, less than 10 per cent of the people depend on 
agriculture. To make matters still worse, Indian agriculture is a 
gamble in rain and is, therefore, always uncertain of success. It 
is subject to the law of diminishing returns. It is a seasonal occu¬ 
pation and subjects our people to enforced idleness for several 
months in the year. Our exclusive dependence on agrioulture is 
an index of unbalanced economy and is one of the most important 
causes of poverty. This situation needs immediate rectification. 
Even as long ago as 1880, the Famine Commission issued a warning 
about the dangers in this situation. 

From decade to decade the vocational distribution has remained 
practically the same. There has been no fundamental change in 
this respect during the last 25 years or so. A slight increase is 
observable in the number of persons engaged in transport which is 
due to the development of motor traffic and also in those engaged in 
liberal professions which may be attributed to advance in literaoy. 
It is time thao we bestirred ourselves and made vigorous efforts to 
• bring about a more even distribution of the people over the various 
occupations and overcome this economic stagnation. 

10* Distribution According to Communities. Up to 1931 relu 
v gious returns were used as communal ones. In 1941 a departure was 
?made from the old method of enquiry. Caste-sorting on an all-India 
scale was dropped. The Census Report for 1941 says: “The religious 
returns of previous censuses so far as they relate to the tribes are 
worthless ” No one can explain the meaning of the word religion to 
an ordinary member of a tribe The enumerator in the past put 
down a jpprson as Hindu if he was not a Christian or a Muslim. Even 
an anthropologist could not determine how far a tribesman was 
assimilated in Hinduism*.- Hence irrlU41 a^mofe 'seie^ntlfieimsisTor 
community Enumeration was adopted. Thfe comparative oommuna! 
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figures for different censuses are given below :— 

TABLE IV 

PERCENTAGE OF DIFFERENT COMMUNITIES IN INDIA 


Year 

Hindus 

Muslims 

Christians 

Jains 

Sikhs 

Tribes 

Others 

1931 

68-2 

22* i 

1*8 

*4 

1*2 

2 4 

3*9 

1941 

05*9 

. 3*8 

1*6 

*4 

16 

0*0 

02 


Thus one could say that out of every 100 persons in India, 06 
• are Hindus, 24 Muslims, 7 tribesmen, and out of the rest half Sikhs 
and half Christians. The Hindus are in the majority in the South 
and centre of India, while the Muslims are predominant in the 
N.-W.F.P., Kashmir, Baluchistan, Sind, the Punjab and Bengal. 
The Sikhs are confined to the Punjab with just a scattering in the 
oth^r provinces. The tribesmen are mostly found in Assam, Bihar 
and Orissa. The Christian element is stronger in Madras than else¬ 
where. 

The partition of India into the Indian Dominion and Pakistan 
has greatly reduced the importance of communal distribution of 
population. Pakistan is a Muslim State while the Indian Dominion 
is a secular one and gives no special preference to any community. 
It is a matter for congratulation that the ideals of separatism 
as propagated by the Muslim League have died out in India. Hence 
the old interest in communal distribution of population has largely 
died out. 

11. Sex Ratio. It is a well-known fact that in every oountry 
more males arc born than females, the ratio being 108 to 100. 
In foreign countries more males die off, thus leaving an excess 
of female children to grow up into women. In India, too, the 
number of males born is greater than that of females. Organically 
the female sex is tho stronger. Some time ago the League 
of Nations published very informative data on the expecta¬ 
tion of life in 30 important countries. 1 It is seen that at all 
ages, the expectation of life for women is greater than for men in 
all countries except India up to the age of 40, where mortality 
among women during tho ohild-bearing age is particularly high. In 
India, as in other countries, up to the age of 1 1 the mortality of 
female children is less than that of male children. It is after the 
age of 12 and up to the age of 45, the child-bearing age, that huge 
numbers of women are out off, thus reducing the ratio of females 
to males in India and creating a problem exactly the reverse of 
that in the West. 2 Early marriage, purdth and the lack of trained 
midwives are equally oonduoive to the greater mortality of women. 
Pernicious anaemia, consumption and uterine diseases, too, take 
their heavy toll. Extreme poverty does not permit poor women to 
have su ficient rest before and after child-birth, thus hastening 
them into the grave. Conditions of life are definitely. harder for 
women than men in India. 

1. League of NatioUb* Monthly Bulletin fo^ December 1944. 

t* P.K. 'Vnttal — Population Probldni of Indid, 
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The progressive decline in the proportion of females to males 
from decade to deoade which the following table shows is a cause 
for great alarm : — 

TABLE V 

NUMBER OF FEMALES IN INDIA TO EVERY 1,000 MALES 

Number of Females 

1911 ••• ... 954 

1921 ... 946 

1951 ... ... 940 

1941 ... ... 935 

Woman is held cheap in India and her health and diet are 
deliberately neglected even in upper class families. This deliberate 
neglect may be styled “indireot infanticide”. 

Among the major provinces, the Punjab has the least number 

of females—only 847 per 1,000. Madras and Orissa are the only 
two provinces with more females than males, but the ratio of females 
in these also has fallen in 1941 as compared with 1931. 

FEMALES PER 1,000 MALES 

„ _ 2031 1941 

Madras ... ... ... 1,021 1,009 

Orissa ••• ... ... 1,087 1,069 

Maternal mortality is the most important cause of fewer females 

in India. Three speoifio inquiries were conducted by medical men 

in Madras, Calcutta and Bombay recently which yielded figures of 

16 6 > ? 44 and 8*9 deaths per l,0d0 child-births. 1 he ran^e is rather 

too wide. Sir John Megaw’s village inquiry of 1933 gave a maternal 

mortality figure of 24-5. The Public Health Commissioner for India 

makes a tentative suggestion of 20 deaths per 1,000 child-births for 

India. The latest figure for England and Wales is 2m . 1 The great 

difference between the two figures shows the gravity of conditions in 
India and the great leeway to be made up. 

1 i ■. A child born in India expects to live 

a muoh shorter life than the one in other countries. Elsewhere the 

average span of file has greatly improved, while in India the 

improvement has been next to nothing. The main reason is that 

the standard of Jiving has not risen. The low level of nutrition is 

responsibie for the iow expectation of life. Not only is the food 

ii is poor iQ 


Ih“ P " at " e 68UreB ° f 


New Zealand 

Britain 

Jagjan 


• • • 


• • • 


TABLE VI 

EXPECTATION OF LIFE 
67 (1934-38) U.S.A. 

62 (1937) U.S S.R.(Europe) 

48 (1935-36) British India 


• • • 


• • • 


l.Mr. Yeata - Census Report. 1941, Vol. I, p. 24. 


65 (1940-41) 
44 (1926-27) 
27 (1931). 
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A steady increase in the longevity of life in England from 44’13 
in 1891 to 55-62 in 1931 and 62 in 1937 reflects a rise in the stand ird 
of living and an improvement in medical facilities. Figures collected 
by the League of Nations show thai. in all the important countries 
of the world people expect to live longer than in India. 1 . lhat the 
expectation of life is so short in India is largely due to infant and 
maternal mortality. With a reduction in the havoc caused by 
these, the expected span of life should become greater,, but. it can 
never reach west ern standards until our standard of living rises. 

The present short expectation of life in India can only mean 
that the labour and expense of bringing up human life do not yield 
a proportionate return. Persons are snatched away in the prime of 
life when they would start making contribution to the weliare of 
the community. Being deprived of such rich lives India is bound 

to be poor. 

Another peculiarity of Indian conditions is that the expectation 
of life in the case oi fi males is even lower than for males, being 
26 56 against 26*91 while in the U.S.A. it is 68 6 f for females as 
compared with 63 65 for males. Similarly in other foreign countries 
the expectation of life for females is invariably greater than for 
maleB. There has been a little improvement in the longevity of 
life in India from 23 63 years in 1881 to 27 years in 1931 not as 
the result of improved nutrition but of better public health service. 


13. Age Groups. The age composition of a country’s popula¬ 
tion can be represented in the form of a pyramid, the base represen- 
jog the number of children born. All the children born do not survive. 
As we go up the pyramid, the numbers are cut down so that the 
pyramid becomes narrower and narrower towards the top. The 
dimensions and the actual shape of the pyramid reflect the survival 
rate in the country. India has got the highest birth rate and the 
highest death-rate in the world. The Indian pyramid, therefore, has 
got a very broad base and a sharp tapering top. 

A study of the age distribution in India reveals that India has 
a very large number of children but few old men and women. 
Very few people survive after 60. Thus all their experience is lost 
to the oountry. In Europe a man goes on working till the age of 
00 or 66, while in India he retires at 55 from Government service. 
The ordinary oourse of productive life in India is much shorter, 15 
to 50, while in the West, it is muoh larger, 15 to 65. Thus the 
effective population in India is muoh smaller. 

14. Birth and Death Rates. India leads the world both in 
births and deaths as is shown by Table VII below. The large 
number of births is due to the universality of marriage and the high 
fertility per marriage. The people are illiterate, ignorant and super- 
etitious. They are incapable of exercising any consoious check 
on the growth of their fam ilies. They hanker for children in any 
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number, provided they are males. Their standard of living is so 
low that the increase in the size of the family causes little finanoial 
worry. But if more come, more die too. The high degree of infant 
mortality, 160 p?r 1 0 '0 births in 1940, is due to early marriages, 
ignorant mftherhood, defective midwifery arrangements, insuffi¬ 
ciency of milk supply and the practice of drugging: th*> child. Female 
infanticide was also prevalent at one t ime. Appalling poverty and 
widespread and ever recurring epidemics mercilessly cut down num¬ 
bers. A great deal of the labour of motherhood goes in vain. 

While the birth-rate in India has been practically steady at 
33, the death rate per 1,000 has fallen from 31 in 1920 to 22 in lu40, 
Prof. Gyah Chand, however, believes that due to the lack of reliable 
statistics in the villages these figures are too low and he puts them 
at 48 and 33, respectively. 1 Compared with countries in the West 
these figures are very high and speak of the terrible waste of human 
life and energy in this country as is shown by the table below. 

TABLE VII 

BIRTH AND DEATH BATES IN 1940. 


Country 



Birth rate 

Death rate 

Holland 

• • • 

• • t 

23 

9 

U. K. 

• • • 

• • # 

17 

12 

Germany 

• • • 

• • • 

17 

11 

Italy 

• • • 

• • • 

27 

14 

France 

• • • 

• • • 

18 

16 

India 

• • • 

• • • 

33 

22 


With the progressive fall in infant and maternal mortality, a 
downward trend of the cholera and plague deaths, a ailing death- 
rate and a steady birth-rate—as shown by the table below, there 
was bound to Ye a greater ircrease in population in tbo last decade. 
This fall in the death-rate has created in addition a potential for a 
further increase in population. 

TABLE VIII 


BIRTH AND DEATH RATES. 


Period 


Birth-Rate 
per 1,000 


Death-Rate 

per 1,000 


Net Birth-Rate 
per 1,C0<* 



A study of the birth and death rate tables for England and 
Wnlestcllsusjhatthere wasa time-lag of about 20 years between 
,. , ownward trend of death-rate and a similar movement in 
birth-rate in that country Death-rates started fading in India in 
the decade 1921-31. It would not, therefore, be unreasonable to 

1- Gyan Chand— India's Teeming Millions . 
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expect a similar fall in birth-rate too, which is apparent in 1941 to 
continue. Prof. Karve, in his hand-book on Indian population, 
points out that the real fall in net birth-rate commenced in England 
half a century aft^r the gross birth-rate started falling. He, there¬ 
fore, fears that India may have ahead of it an immediate period of 
eveix higher numbers, if famine and epidemics do not interfere. 
According to Mr. S. Swaroop, Statistical Assistant in the office 
of the Director-General of Indian Medical Services, the fall 
in infant mortality rate from 195 in 1920 to 160 in 1940 will result 
in a substantial addition of 6*5 and 11 million souls in 1951 and 
1961, respectively, even if the death ra e falls no further. 

15. Net Reproduction Rate. Unfortunately too much attention 
is usually paid to crude rates of birth, death and increase and to 
grand totals in books on Indian population. Since R.R. Kuczynski s 
method of calculating future population growths has been 
introduced we are in a position to have a better idea of the effect 
of births and deaths on future numbers. His method is the calcu¬ 
lation of the Net Reproduction Rate and is a very simple concept 
and at the same time reliable. The rate is calculated on the basis 
of fertility and mortality which are assumed to remain constant. 
We find out the probable number of female children born to 1,000 
women during their reproductive period, which is taken to be 15 to 
45 in India, and to correct the result by means of mortality tables. 
Obviously a net rate of 1,000 female ohildren for 1,000 mothers will 
last maintain the population at its present level. .4 difference either 
way will show an increase or decrease in future numbers. 


Our difficulty is that we have not got the data to estimate the 
net reproduction rate for Tndia. An attempt has been made to 
work out this rate for India in the report on population by the ^sub¬ 
committee appointed by the National Planning Committee The 

total number of girls born to 1,000 women in India passing through 
child-bearing age would be 4,542, but since according to the life- 
table out of 1,000 live-born females only 524 females are found to be 
living at the age of say 20 and thereon, total fertility is reduced by 

£ by 1 762 new-born girls. Of these 308 would be widows and 

future mothers and the net reproduction rate for India will be 

1454,” 1 compared with Japan’s 1493 and Russia s l 70. 

Prof Brii Narain also calculates the gross and net reproduction 
♦Jfrom the Census Report of 1941. He takes the reproductive 
lobe letween 15 and 50 ard -slitnate, a grosareproduoUon rata 
of 2-66 and a net reproduction rate of 119 for India. 

We may, then, conclude that ours is no doubt a growing popu- 
, hut certainly not at the terrible rate prophesied by some 

IS; LsTth e net reproduction rate of 1-454 oomparaa w lt h 

t N. P. C. Series — Population , pp. 89-31. 
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some foreign oonntries as below 

• ■ ■ 


Russia 

1928 

1*70 

Japan 

1925 

1*495 

India 

1931 

1-454 

S''"' Italy^- 

1921-23 

1-40 

England and Wales 

1921 

1*087 

France 

1933 

0*82 


16. Migration, (a) Emigration to outside India. In the 
history of Europe emigration has played a major part. It has been 
estimated by a German economist that in the 400 years sinoe 
America was discovered, no less than 105 million people have emigra¬ 
ted from Europe and that in the 19th century alone 31 million 
emigrated to America and elsewhere. Between 1850 and 1900 the 
U.K. lost no less than 15 million people in this way. 1 

Emigration has played an insignificant part in the movements 
of Indian population. She has ordinarily no more than about three 
million people resident in other parts of the British Empire and 
only about 100,000 in foreign countries like Dutch East Indies, Dutch 
Guiana, Madagascar, the U.S. A. etc. Ceylon, Burma and Malaya have 
as many as two millions out of the three in the British Empire 1 3 . 
Essentially the Indian is a home-loving animal and is chary of leaving 
the place of his birth. 

Most of the emigrants from India are manual workers who are 
either indentured or have gone out under a special system of reoruit- 
ment. The rest are either business men or artisans who have volun¬ 
tarily gone out to improve their lot in life. In spite of the great 
increase in population in the last decade, emigration has not served 
to relieve pressure. One reason why the Indians do not go out 
in large numbers is that they are not tolerated abroad, whether in the 
Empire or outside. The recent Pegging Legislation in South Afrioa 
is a case in point. The standard of living in the Dominions is higher 
than that of the Indian immigrants, hence the restrictions on their 
entry and the segregation of those already settled. This is most un¬ 
fair and since she won freedom India is fighting hard in the U.N.O. 
to have this discrimination removed. There are many parts of the 
British Empire in the tropics like British Guiana and Africa where 
the density of population is low and which are peculiarly suited to 
Indians. Schemes of emigration from India to such places could 
be taken in hand with success if the colour bar were given up. 

(6) Migration within India is small on the whole, but plays an 

important part in the economy of certain areas. 

♦ 

The tea gardens in Assam import all their labour from Bihar, 
Madras and the C.P. while the fertile lands in the Brahmaputra valley 
have attracted settlers from Mymensingh and East Bengal. 8 The 
tea estate labour in Assam is now secured under fixed conditions 

1. The Economic Problem of India —Ramswamy, p. 45. 

2. Cf. The Indian Year Book ; 1941-42, p. 933, 

3. Census Report, 194 l t Vol, L 
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and is well looked after. The Bengali is as a rule averse to work in 
the mines. Hence most of the industrial work in Bengal is done 
by immigrants from Bihar, Orissi and the East U. P. Bombay, too, 
gets most of its labour from outside. The Punjab, the U.P., and the 
N.-W.F.P. on one side, and Hyderabad and Madras on the other are 
major contributors. The stalwart Punjabi is ubiquitous and is 
found almost everywhere working as a technician, a taxi driver or a 
policeman. 

Recently, as a result of the partition of India, migration of 
population on a vast scale has taken place, Hindus and Sikhs coming 
to India and Muslims going to Pakistan. But this was an extra¬ 
ordinary happening. Ordinarily labourers move from the village to 
the city to work in factories or as domestic servants, but they have 
always the idea to go back. 

17. Public Health. The Indian is uneducated. He knows 
little and cares less about the laws of sanitation and health. The 


climate of the country is favourable to the spread of diseases not 
known in temperate areas. It has been rightly said that India is 
one of the greatest cesspools of infection for plague, cholera, small¬ 
pox, malaria and dysentery. Intestinal worms also play their insid¬ 
ious part in undermiuing the health of the villager. Tuberculosis 
works untold havoc. The Royal Commission n Agriculture deplored : 


u Malaria slays its thousands and lowers the economic efficiency of 
hundreds of thousands.” Malaria is the largest public health 


problem in India. Deaths from this disease number about a million, 
and the number of cases is about 100 million per year. 


India has very few areas which are free of malaria. Unless the 
Indian works from below and declares total war on the mosquito 
malaria will take its yearly toll. Mere government efforts will not 
be effective. One of the most important aspects of the Rural 
Uplift Campaign should be the destruction of the mosquito. Fever 
is not something to which the Indian is born and which must be borne. 
Its root cause, the mosquito, can and must be decimated. 


18. Marriage in India—its Universality. Marriage is universal 
in India. Religion advocates it. Social customs require it. A Hindu 
cannot aspire to salvation until he has a male issue to perform his 
funeral rites. No considerations of future poverty restrict marriage— 
a wife is a cook, a drudge ana a mate. The poor man has no 
intellectual interests, hence over indulgence in sex. A child 
is not a burden but an asset as he starts playing his way at an early 
a g© # The 1931 census figures indicate that 47 per cent males and 
49 per cent females were married. These figures are the highest for 
any country in the world. Nobody, to whichever community he 
belongs, abstains from marriage if he can possibly help it. 

Child marriage. Another important feature of Indian society is 
early marriage. The Sarda Act fixes the ags of marriage for girls at 
14 but it is in advance of public opinion. Ch Id marriage works 
havoc with health and physique and as a Census Superintendent feel¬ 
ingly remarked : “Thousands of child-wives maroh from the nuptial 
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bed to the funeral pyre. There is now a tendency towards postpone¬ 
ment of marriage ia better class families, but more for males than 
females. 

There is a very large number of widows in India—m»,re than 9 
million—between the ages of 15 and 40. Hindus have 124 widows, 
aged 15 to 40 per 1,000 ; while Muslims have only 91. Amongst 
Hindus, widow remarriage is prohibited by religion. It serves as a 
check on the growth of population. 

19. The Population Problem in the West. Before the war of 

1939-45 and more so during it. the nations in the West have been 
pining for greater numbers. English philosophers 1 have been 
visualizing with dread a time when a child will be a rare sight. The 
French have been offering concessions in education, taxation and 
railway fares for larger families, but with little sucoess. “Too few 
babies” was diagnosed by M. Petain as one of the causes of the 
debacle in France in 1940. Hitler adopted well-known totalitarian 
methods to increase a falling birth rate and skilfully mixed persua¬ 
sion and compulsion. Mussolini exhorted the Italians to multiply 
to reach the 60 million mark. Abortion and birth-control 
propaganda were penalized and a deliberate pro-natalist polioy 
followed. Mother and child days were celebrated and prizes awarded 
for bigger families. It was emphasized that with a falling popula¬ 
tion one did not create an empire but became a colony. 

All these European Powers were anxious lo have more numbers 
in spite of the fact that they had increased considerably between 
1870 and 1930, certainly much more than India, as is shown by the 
following table :— 

TABLE XII 


Country 

Population in 
1870 

millions 

1930 

Increase per cent 
over 1870 

Germany 

41 

64 

56 

Italy 

27 

41 

52 

France 

37 

40 

8 

England and Wales 23 

40 

74 

Europe 

308 

506 

64 

India 

265 

353 

33 


.. I] ? s P jt ® of the decimation caused by World War I, the popula- 

We8tern countries, except France, increased between 1911 
and 1921 at a much higher rate than that of India. 


Malthus has been proved a false prophet—at least so far as 
Jturope is concerned. Its population has increased, not in a geome¬ 
trical progression, but steadily and a further increase is anxiously 
sought alter. At the same time the processes of material progress 
have been accelerated. There is more wealth and prosperity! 

in iffcLmL ‘^ le n! y , the ^ace of British Depopulation, W.b. Redd™ 

ZiuXZSS, SurZ? a ° d °- V - io ‘■option. Wi 
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Public health measures have put natural positive cheeks on popula¬ 
tion at arm’s length. Famines and epidemics are memories of the 
past. The standards of life have shot up and man has refused £o 
breed at previous rates and in numbers desired by the rulers. 

As a consequence there are fears that industrially advanced 
countries will not be able to keep up their numbers. The net 
reproduction rate in Franoe, the U.K., Germany, Sweden and 
Austria is less than one . 

Dr. Kuckzyuski’s researches also show a declining fertility 
in all highly industrialized countries in Europe. Dr. Charles proves 
the existence of similar conditions in Australia. He concludes, 
a Whatever changes in mortality ensue, nothing can arrest a 
continuous decline of the population in Britain and elsewhere.” This 
decline in Britain is not due to adversity, nor is there any evidence 
of an increase in physical sterility. According to Prof. Harrod 
there are two main causes for this decline in Britain: — 

(1) The high level of prosperity and well-being that man has 
achieved for himself. Parents often prefer to go in for a Baby 
Austin rather than a human baby, as the latter adds to their 
economic liability, the former to their pleasure and comfort. 

(2) The use of efficient contraceptives. Mothers in old times 
had a raw deal. Those who went through the trials and tribulations 
of having large families were worse off in health and wealth than 
their friends who avoided this service for society. Hence the 
invention of efficient contraceptives induced them to throw in their 
lot with the better-dressed and better-fed. 1 

20. The Population Problem in India. The question is often 
asked whether India is over* populated. In order to be able to 
answer this question we must know what over-population precisely 
means. The idea of over-population is closely connected with the 
concept of optimum population. For every oountry there is an 
ideal number which it can maintain in reasonable health and 
efficiency. The optimum number is not an absolute number. It 
is relative to the eoonomic resources and the extent of their 
development. If the resources have not been fully developed 
even a small population may be excessive. If, on the other hand, 
resources are more fully developed a larger population may be 
adequately supported. 

There is a certain number which can turn the resources of the 
oountry to her best advantage. If this number were less than the 
optimum, the per capita income would be less than it can be, for 
the number would be insufficient to develop the resources. It is then 
a case of under-population. If, on the other hand, there are too 
many people, the resources are thinly spread over and then, too, the 

1. H.F. Harrod, Britain's Future Population . Oxford Pamphlets on Homs 
Affair. 
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per capita income would be less than it can be. It would be then 
a case of over-population. It would mean that the number of 
people has exceeded the optimum. 

A distinction is sometimes made between a state of over-popula¬ 
tion and the tendency to over-population. In the case of a state of 
over population, the country is already over-populated and its per 
capita income is less than it could be. In this case, therefore, any 
diminution in numbers would lead to increase in per capita income. 
But if the population of a country increases while the per capita 
income is decreasing, then there is a tendency to over-population. 
In some countries, like India, there may be both a tendency to 
and a state of over-population Prof. Carr-Sunders has defined 
over-population as meaning that there are too many people in 
relation to the total production. 

21. Is India Over-populated ? Let us now see whether 
India is over-populated. Different views have been expressed on 
this matter. There are some people who think that India is not 
over-populated. It is argued in the first place that density of 
population in India is much lower than in most of the European 
countries and that the natural resources of the country are immense. 
This inference is certainly fallacious. Our potential resources are, 
no doubt, vast but they have not been yet thoroughly and adequately 
exploited. When we want to consider whether a country is over- 
populated we must consider not the potential, but the actual re¬ 
sources. Considering our existing resources and the extent to which 
they have been developed, there is not the least doubt that even the 
present lower density is burdensome. Countries with higher density 
are materially more advanced and can well maintain larger numbers 
than we can with our meagrely developed resources. There are 
reasons to believe that the per capita income in India would have 

been higher if our numbers were smaller. Large numbers of people 
in India earn nothing. 

Secondly , it is contended that every successive estimate of our 
national income has shown an increase in the per capita income. 
How in the face of it, it is asked, can there be any over-population 
in India ? We can easily dismiss this argument by pointing out 
that increase in per capita inoome would have been much more 
substantial, if population had not increased so rapidly. National 
income has been increasing but population has also been increasing, 
so that the share of each individual is smaller than it would have 
been* Besides the improvement is so very small as to be insignifioant. 

Thirdly , it is pointed out that India has suffered from* scarcity 
Of labour and that it looks paradoxical that there should be a 
soarcity of labour in an over-populated country. But it may be 

pointed out in reply that there is no soarcity of unskilled manual 
labour but only of trained skilled labour. In view of the deplorable 
lack of facilities for training industrial labour, its scarcity is not 
suiting even though the country is over-populated. Further, the 
poenomenon of scarcity of labour is now a thing of the past. Since 
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the unprecedented economic depression of the ’thirties, few industries 
in i ndia have really experienced any serious shortage of labour. 
What India lacks now is highly trained personnel. 

There is thus not much in the arguments of those who say 
that India is not over-populated. 

In case we wish to find a positive proof of over-population in 
India, we may appeal to Malthus. Scientists like Darwin have 
emphatized the universality of the law of quick multiplication as 
applied to living organisms. According to Darwin, “Every organic 
being naturally increases at so high a rate that, if not destroyed, the 
earth would soon be covered by the progeny of a single pair.” 
Human beings are no exception to this all perversive law of procrea 
tion It has been estimated that a single couple is capable of 
producing, at the present rate of increase, in 1,750 years, a number 
of peisons equal to the existing world population; such is the 
prolificness of nature. On the ground of such observations Malthus 
came to the conclusion that unless population is checked, it would 
sooner or later outrun the means of subsistence. We have seen 
that Malthus has not proved a true prophet so far as Western 
countries are concerned. But his doctrine certainly applies to 
India. 

If we can show that population in India has gone on increasing 
unchecked, then we shall have a strong presumption in favour of 
the state of over-population in India. For this purpose we shall 
have to see to what extent the various checks contemplated by 
Malthus have been in operation. These checks are :— 

(а) Lower marriage rate. In European countries there is a 
large number of bachelors and spinsters. But in India, as we have 
seen above, marriage is universal. It is a sort of religious Jarman 
and social obloquy attaohes to an unmarried person. Everybody 
in India, therefore, marries either by choice .nr under social or 
religious injunction 

# 

(б) Lower fertility per marriage. Universality of marriage need 
not have led to increased population if only fewer ohildren were 
born per marriage. Lower fertility could be achieved by marrying 
late, through deliberate self-restraint or by the use of contraceptives. 
But marriages take place very early in India except in a few highly 
eduoated families. Also, far from consciously keeping down numbers, 
the majority of the population are keen on having ohildren and 
actively believe in the doctrine, “He who gives the mouth will 
also supply the food.’' Deliberate oheoks to the growth of popu¬ 
lation are thus conspicuous by their absence. 

(c) Infanticide. At one time the practice of female infanticide 
prevailed in India and it might have exercised some check on popu¬ 
lation. But no one in his senses would advocate such an ignoble 
and criminal method of checking population. All social reformers 
are happy that this black mark from India’s face has been effaced. 
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Thus we see that what Maltjyis called preventive checks do not 
operate to check population in India. On the other hand, positive 
checks like famine and epidemics have full play and are very fre¬ 
quent and regular visitors. That is exactly what Malthus said. 
He warned that if population was not checked by the exercise of 
preventive checks, a country would become over-populated relative 
to food supply and then positive checks would operate to cut down 
the numbers. The existence of a high birth-rate with a lower death 
rate shows that the population is rapidly on the increase. Dr. 
Hutton, the Census Commissioner, remarked in 1931: “Attention has 
already been drawn to the grave increase in the population of this 
country The actual figure of the increase alone is a little under 34 
million, a figure approaching equality with that of the total popu¬ 
lation of France or Italy.’’ In a similar vein Mr. Yeats talks of the 
50 million increase in the 1931-41 decennium, an increase greater 
than the total population of any country in Europe except Germany 
and Russia. Although the percentage increase of 39 between 1891 
and 1941 is not very high and is less than that of England, Germany, 
Russia, etc., yet the total increase gives a shock. Was not Malthus 
right after all ? The high maternal and infantile mortality rates, the 
short span of expected life, and the low per capita income are sufficient 
indications of the fact that the country is overflowing with people 

Students of population problems like Dr. Radha Kamal Mukerjee,* 

Mr. P. K. Wattal 2 and Prof. Gyan Chand are convinced that 
the Indiin population is running ahead of food supply. The 
food crisis in Bengal and continuous imports of food grains from 
abroad clearly prove that India cannot maintain the present 
numbers. No deliberate checks are employed to restrict numbers 
Marriage is universal. There is chronic unemployment in the 
country. All these factors positively point to a state of over¬ 
population relative to her production. “Fertility and mortality 
in India respond to conditions of agriculture as well as public health 
in a manner unknown in the West In Western countries the age 
composition D relatively stable and dominated by the net 
reproduction rate, mortality being a negligible factor. In India, on 
the other han i, reproduction is to all intents and pui poses 
unchecked by human 3 volition and the condition of harvest leads to 
sharp variations in the mifior age-groups.”*. Hence there are 
lew economists who seriously question the contention that India is 

over-populated. 

Reedies Suggested The fact of over-population can be 
sugge^ed C ° nCeC * e( ** US n ° W exam * ae various remedies 

<*> Voluntary There is no room for doubt that the 

positive checks pictured by Malthus do work in India in the 
aosence of conscious or preventive checks. As a res It of 


1 . 

2 . 

3. 

4. 


Food Planning for 400 Millions. 

A,1 ' I ° d “ Pop ' i, “ tio “ 1M8 - 
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unrestrained prooreation millions obey the inexorable law of nature 
and go “to fatten the earth which could not fatten them.” This 
weeding out is a very painful process and brings infinite suffering 
m its train. Poverty encourages breeding and larger numbers 
result in greater poverty. Thus a vicious circle is set up whioh has 
to be broken through at all costs to relieve this misery. 

(*) Moral restraint. Further increase in numbers must be 
restrained. With enhanced material progress, a planned utilization 
of natural resources and greater industrialization it would be 
possible for India to support a bigger population a hundred years 
hence. Today, however, when we have just started developing in¬ 
dustry and agriculture, it is essential to cut our coat according to 

our cloth and to exercise a deliberate control on further increase in 
numbers. 

To depend on married couples for deliberate restraint and volun¬ 
tary separation for keeping down numbers is to belie human nature 

and is like relying on a broken stick. Other methods will have to 
be found. 

(it) Artificial Birth-control . The use of contraceptives to 
control births is believed by some medical men to be harmful 
to nerves. It is also asserted that a dissemination of know¬ 
ledge of contraceptives will encourage promiscuity and immo¬ 
rality. They are further supposed to be beyond the pocket of the 
poor man. In spite of these objections, however, it is essentia] to 
open and maintain clinics at public expense in order to initiate 
young married couples into the use of and need for birth-control 
methods. There may be an abuse of this knowledge in early stages, 
but the gain from putting a stop to the “ torrents of babies” will 
be far greater than the harm done. There is no other equally effi¬ 
cacious method to keep families within reasonable proportions. Sir 
Ardeshir Dalai, ex-Member for Planning and Development, Govern¬ 
ment of India, said in a speech in Canada on July 18, 1945, that a 
policy of birth-control to raise India’s economic production and 
rational income was urgently needed. Mrs. Margaret Sanger, the 
well-known American exponent of birth-control, commenting on 
India’s need for birth-control said: “An attempt to raise the standard 
of living and the per capita income of the people of India with¬ 
out corresponding efforts to control their fertility would be a com¬ 
plete failure.” Prof. Gyan Chand also suggests the reduction of birth¬ 
rate in India by means of voluntary olinics and propaganda agencies 
until the country is able to produce more goods. 

The only oogent objection to the use of contraceptives is that 
the intelligent and strong may use them, leaving the ignorant and 
weak to propagate the species, thus bringing about a deterioration 
in the quality of the race. Such dangers are remote in India, where 
the instinot for offspring is so powerful. In such oiroumstanoes any 
amount of planning will only lead to a higher birth-rate unless 
active steps are adopted to oontrol numbers. The war is teaching the 
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lesson : “Plan or Perish.” No aotivity of life, sooial or eoonomio, 
can be safely neglected. 

The soienoe of engenioB is in too early a stage and its applica¬ 
tion too unpopular yet, even in advanoed countries, to be considered 
for India. The individual will not give up his liberty unless the 
State uses ooeroion. There is no harm, however, in contemplating 
the compulsory oastration of those suffering from inourable venereal 
diseases and of those who are of unsound mind. 

With the partition of India into two separate dominions the 
chances of consciously checking numbers are brighter in the Indian 
Dominion. India is a secular State ; the struggle for political power 
on the basis of community and religion has ended. Seotional con¬ 
siderations shall no more stand in the way of population planning 
as a whole. Besides, the impossibility of capturing political power 
through an inorease in numbers is bound to bring home to the masses 
the internal relationship between low standards of living and unres¬ 
tricted multiplication. 

(»»») Postponement of Marriage. Early marriages mean more 
births and deaths. Marriage at a later date would mean fewer 
births, no doubt, but also fewer deaths. The postponement of 
marriage, therefore, would not serve the purpose of oheoking the 
inorease in numbers, but it would certainly avoid the present loss 
in life and energy. Hence it is desirable for itself. 

(6) Migration. The pros and cons of emigration as a method 
of relief for pressure of population have been considered and it has been 
concluded that so far India is not in a position to benefit from it. 
There is not muoh to hope for from internal migration too. There 
is not muoh “ oulturable waste ” land left in India after the parti¬ 
tion. This *' waste land ”, too, is in the prooess of being utilized 
through schemes like the Damodar Valley and Bhakra Dam. Plans 
for a better distribution of population to oorreot its present lop¬ 
sidedness should be undertaken for whatever little they are worth. 

Other Helping Measures: I Public Health Measures. A 

smaller but more healthy population is to be preferred to a bigger 
one which is siokly and shortlived. In the beginning, publio health 
measures meant to reduce infant and maternal mortality and to 
checkmate the devastating effects of malaria, dysentery, consump¬ 
tion and worms will not only bring about an inorease in numbers 
'but also add a potential for further inorease as they have actually 
done. Suoh measures will, however, improve the quality of the 
population and add to its longevity. In the long run they will Bet 
at work automatio brakes to put a stop to the rapid inorease in 
numbers. 

The problem should be tackled in all its various aspeots as dis¬ 
cussed below. 

(t) More Hospitals and Dispensaries. India is very deficient 
in trained doctors and well-equipped hospitals. At present there 
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is only one hospital for about 40,000 persons in the urban areas and 
conditions are much worse in the villages. The aocoriamodation 
for indoor patients is very inadequate. Patients have to wait for 
weeks and months before they can find room in good hbspitals. A 
planned increase of hospitals is urgently needed. 

Travelling rural dispensaries could do immense good in rural 
areas. Training in Unani, Vedio and Homoecpathio systems could 
be put on a scientific basis and utilized to relieve suffering humanity. 
_ (*) Research . There is urgent need for research in tropical 
diseases. Institutions of the type of the Calcutta School of Tropi¬ 
cal Hygiene could be multiplied with aavantage. The results of 
such research should be made available in the form of drugs and 
medicines through their manufacture on a mass scale, thus eschew¬ 
ing our dependence on foreign imports as far as possible. 

(m) Sanitation . The inculcation of sanitary and hygienic 
habits both in urban and rural areas is most important. The efforts 
of public health authorities will not bear much fruit till the people 
have the will to improve. Intensive propaganda through exhibi¬ 
tions, demonstrations, lectures, magic lantern slides and the screen 
will have far-reaching effects in creating the will *o improve. Temp¬ 
ting prizes for sanitation and cleanliness in villages will stimulate 
efforts. The Bengal scheme of Circle Sanitary Inspectors may be 
considered for all-India r doption with necessary modifications to 
suit circumstances. Trained dais and midwives may be provided 
in villages with subsidies from local and provincial governments. 
Rural Health Leagues with village schoolmasters as nuclei may be 
started. In fact, every weapon available to hand should be put in 
service to ensure an intensive propaganda to reach the remotest 


village. _ _ . 

(tv) Nutrition. —Dr. W. R. Ackroyd Director of the Nutri¬ 
tional Research Laboratory at Conoor, South India, has calculated 
that a working man needs 2,500 calories of energy from the food 
he daily consumes. The present diet of the average Indian is very 
much deficient in respect of animal proteins and vitamins. It 
needs to be implemented by milk and its products and green vege¬ 
tables to a large extent to maintain health and strength. Ignorance 
and religious prejudices are only partly responsible for the poor 
diet of an Indian. The main faotor is poverty. “ The prime Cause 
of half empty stomachs is empty pockets.” 1 Investigations carried 
out in different places show that as the worker’s income rises he 
eats better food. The coming generations have to be more specially 
looked after and their vitality improved. Municipalities and 
District Boards should try to supply a certain quantity of milk to 
schoolboys in the middle of the day. 

II. Increased Production. The experience of Europe has 
abown that a rise in the standard of living automatically releases 
certain physical and psychological forces whioh reduce the tendency 
to population growth. Although the rationale of lower fertility has 

1. Maaam, M. R .—Your Food Tata Series in Current Affairs, p. 78. 


not yefc)b 6 en analysed and understood; yet there is no reason jto 
ibelieve that the same forces will not work in India as in Europe, 
once the living standards start rising. Population is not a snowball 
.that will go on adding to itself till a catastrophe stops it. “Once the 
- standard itself has become a constantly rising q entity it meets a 
check sooner or lat r, and then individuals are prone to seek a quali¬ 
tative relief by a quantitative limitation.’ 1 A material betterment 
by improved efficiency will produce its natural effect on an individual’s 
procreative tendency. This betterment should be big enough for the 
average individual to take interest in his own future welfare and can 
only come about from a thorough planning of both agriculture and 
industry. 

(t) Agriculture . Increase in agricultural production needs all 
kinds of improved irrigation, by canal, tube-well or dam, whichever 
is suited to a locality. It further needs agricultural machinery of the 
type suited to India, not necessarily large-scale machinery used in 
the U. S. A., Canada and Russia with their vast spaces. An intensive 
use of chemical fertilizers, rotation of crops and dry farming methods 
would increase the produce per acre and enable India to wipe off her 
present deficiency in rice. Provinces in which culturable waste land 
is available, e < 7 ., the C.P., Assam, etc., should have Land Reclamation 
and Rural Settlement Departments as in Italy for agricultural 
colonization, lair and stable prices must, however, be guaranteed to 
the producers either through tariffs or through international action, 
•for the ultimate objective is an improvement in the standard of life 
of all classes of people including the peasant. 

(it) Industry . In spite of the handicaps on imports of capital 
goods, the war has enabled Indian industry to develop in many 
directions. It has been recognized that India should meet her own 
needs of processed articles and that Britain should content herself with 
supplying India with machinery and tools and goods of a finer quality 
not yet possible to manufacture in India. Production of more 
goods has become an urgent necessity to-day for another reason too, 
that of checking the spiral of inflation. Full employment, a higher 
standard of living and exports of processed commodities will ulti¬ 
mately relieve the pressure of population. 

III. Education. Indian masses are uneduoated and ignorant. 
The 1931 census literacy figures show India to be the most backward 
of all nations in this respect. 

No amount of propaganda can check numbers unless the impetus 
comes from the people themselves. Population will run up to the 
increased means of subsistence so long as education and birth-control 
schemes do not work simultaneously, lienee lree compulsory primary 
education along with a comprehensive plan for educating adults 
is essential. The soheme of “each one, teach one,” should prove 
very useful here. No scholarships and fee concessions should do 
granted to students in colleges till they undertake to make two 
persons literate. Russia has worked miracles by a planned system 

1. D, G. Karve, Wconomci iSltiidiJa, p. 134, ■' ' . ur 
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of eduoation in a short period of time. For India the IMI census 
showed a 70 per oent increase in literacy over the 1831 figures, 00 per 
oent for males and 160 per oent for females. With suoh growth in 
literacy there is no reason to despair, for the ball gathers momentum 
as it travels further. ‘ Things are bound to improve and brakes will - 
apply themselves automatically to the “torrents of babies” visualized 

by some pessimists. 

Suggestions for farther reading :— 
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CHAPTER III 

SOCIAL AND RELIGIOUS INSTITUTIONS 

1. The Importance of Social Institutions in Economic Life. 

Feonomic activities are intimately mixed up with social and cultural 
and cannot be isolated. On the other hand, man s character is 
influenced by his everyday activities As Dr. Marshall says : “The 
two great forming agencies in the world have been the religious and 
the economic.” The industrial and commercial life of a community 
is thus a neoessary corollary of its religious and oultural institutions. 
This thing is perhaps more true of India than of most other countries. 

2. in India. Religion has always been the dominant 
force in the life of people in India. It has shaped and will continue 
to shape the course of Indian history. There is no aspect of life here 
which has not been coloured and moulded by religion. The differ¬ 
ences of sect and form are only on the surface like ripples and waves 
on waters that run deep. There is the same deep water, deep as the 
ocean, of religion in Indian life. 

Very often religion is covered over by ritual and shibboleth, the 
true meanings of which are lost in the mists of time. Sometimes it 
has degenerated into an opiate instead of serving as a stimulant for 
morale which is its purpose. Then it needs reiorm. But one of the 
oentral elements in Hindu religion has always been the attainment of 
mastery over “self” through renunoiation and penance. This is poles 
apart from the mastery over “matter” which the West has inculcated. 
Scientific and economio developments have brought about great 
material progress in the West but they have neither abolished poverty 
nor made men more happy. On the other hand, “we have had the 
bread-lines in many oities in the shadows of skyscrapers, and of 
storehouses of food bursting because there have been no purchasers.” 1 
Mechanisation has reduced the need for labourers and made many 
jobless. The gulf between the poor and the rioh has widened to result 
in strikes and boyootts. The two recent world wars have utterly 
disillusioned the thoughtful and laid bare the inherent weakness of 
Western materialistic culture. 

Indian religion, and here we refer to Hinduism, has often been 
for its unprogressivenesB. The lack of progress on Western 
Ift ym and the absenoe of a keen struggle for existence on the Western 
mo supposed to be the results of Hindu spiritualism. It has 
beoome a fashion with some university students to reject religion but 
it is neither common nor has it penetrated to the masses. This 
eritioal revolt is serving a healthy purpose in that it is moulding 
Hinduism to ohanging oiroumstanoea and relieving it of many ir¬ 
rational inhibitions with whioh tradition and custom have oluttered it. 

' " 1. Miller—7%* Btginninjp Tomorrow, p. 92. 
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It is not Indian spiritualism that is the root cause of pessimism 
and poverty in India. The truth in religion teaches energetio endeav¬ 
our for a better physical life and not renunciation. To be in the world, 
to serve it, to earn wealth, to utilize it for the benefit of the many and 
to attain a spiritual destiny,—these are the ideals before an average 
Indian. To get the^best of both worlds, the physical and the absolute, 
is not an impracticable end from the Indian view-point. 

The causes of Indian poverty and pessimism are different. 
India is a tropical country with virulent diseases. The span of 
human life is short. Drought, famine and malaria have engendered a 
gloomy outlook. Foreign invasions and alien domination have added 
to the depressing effect. It is these things that are responsible for 
the hopeless outlook of the masses in India, and not religion which 
is her glory. It would not be an exaggeration to say that in the 
future Indian religion will serve as a leaven to tone down Western 
materialism and work for the greater contentment and happiness 
of the whole world. 

3. Social Institutions—The Caste System. > 

institutions in Indian society is the caste system. Its roots are 
embedded in the hoary past. The tree still flourishes to-day, not with 
its pristine glory, but strongly enough to throw a far-reaching shade. 
The Hindu still largely obe^s its taboos and its sanctions. Inter¬ 
marrying between different groups, even inter-dining with members 
of the inferior groups, is not permitted. No reasons are advanced 
but there are certain things that are not done. Age-long inhibitions 
Stand in the way. The Imperial Gazetteer of India vividly descri¬ 
bes the idea : “Birth determines irrevocably the whole course of a 
man’s social and domestic relations and he must through life eat, 
drink, dress, marry and give in marriage in accordance with the 
usages into which he was born.” 1 


The same authoritative tome defines caste as a “collection of 
families or groups of families bearing a common name, which usually 
denotes and is associated with a specific occupation, claiming 
common descent from a mythical ancestor human or divine; profess¬ 
ing, to follow the same calling; and regarded by those who are com¬ 
petent to give an opinion as forming a single homogeneous com¬ 
munity.”* 

Origin of Oaate. Many eminent writers have tried to find ] how 
oaste originated but no scientific conclusion has so far been arrived at. 
Dr. Marshall writes: “In early times when religious, ceremonial, 
political, military and industrial organizations were intimately con¬ 
nected, and were indeed different sides of the same thing nearly all 
those nations which were leading the van of the world's progress 
were found to agree in having adopted a more or less strict form of 
caste/’ 8 Caste normally developed with the Aryans wherever they 


1. 

2 . 
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went and settled : in Greeee, Rome and India. Contacts with the 
aboriginal races who were relegated to an inferior position resulted 

in racial discrimination. , lU 

James Mill 1 believes that oiste system developed as the result ot 

the need for a systematic division of labour. The Brahman an 6 
Kshatriya usurped the superior position with the passage of ime 
as tbeir functions were more important and, for the same reason, 

their pos tion grew to be hereditary. In the beginning, the castes 
were not so many water-tight compartments and movement r 
one to the other was possible. Later, as vested interests grew stronger, 
caste grew more rigid until it was absolutely impossible to cross 
from one group to another. The four functional caste groups are 
teaching and preaching which made the priest-caste ; administration 
and protection; agricultural and commerce; and service and manna 
labour. Their corresponding names are the Brahman, the Kshatriya 

the Vaish and the Sudra. 

Demerits of Caste. Caste system possessed a great many merits 
when it was initiated but with the growth of vested interests its 
divisions grew rigid and most of its merits vanished. Lack of 
flexibility is responsible for most of its faults. “A caste, says 
Risley, “is an organism of the lower type: it grows by fission, and 
each step in its growth detracts from its power to advance or even 

to preserve the art which it professes to practice. 2 Dr. S. Kadha- 

krishnan also voices the same opinion. Says he: ‘Unfortunately 
this device to prevent the social organization from decay ultimately 

prerented it from growing.” 3 

Today caste stands in the way of the economio progress of the 
douiitry. It debars people from taking up professions for which 
they have inborn aptitudes and puts many round pegs in square 
holes. It obstructs the mobility of labour in the country as people 
of higher castes can neither mix nor work with those of inferior 
ones Caste strikes at the roots of the solidarity of labour, being 
hssipafous in effect. It creates heterogeneous groups in the same 
factory and impedes tbe growth of strong trade unions which are 
very desirable in a country ambitious of industrialization, for they 
bring about class balance of power and promote industrial peace. 

This crazy ‘‘patchwork quilt” with no warmth in it is mainly 
responsible for tbe political disunity of India. In its later stages it 
developed a superiority complex in the upper castes which resulted 
in India’s “Untouchables” and her “Unapproaohables in the South. 
After meting out inhuman treatment to the so-called depressed 
classes the average Brahman gives himself a pat on the back and 
feels that he has added to his holiness. The idea of human dignity 
is wholly non-existent. The Hindu agriculturist is averse to the 
use of bone and fish manures on his lands for fear of . losing caste 
ancTbeing boycotted by the village society. On similar grou nds, 

1. Father of John Stuart Mill. 

2. Risley —Pkoplb of India, p. 270. 

3. Inctian Philosophy , Vol. I, p. 113. 
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the use of oertain kinds of food, like meat, is forbidden for some 
people, thus giving them an unbalanced diet and a weak body. 
Constant inter-marriages in the same small group are responsible for 
a deterioration in health and physique. 

Achievements of Caste System . The planning of sooiety in the 
past^aid less attention to the individual than to the group. Caste 
meant the partial sacrifice of the one in the interests of the many. 
Personal greed and aggrandizement were at a discount, while social 
stability was at premium. Caste ha9 been defined by its admirers 
as “ancient time-tested scientific socialism maintaining the balance 
of power between the vocational classes/' 1 

It was caste which was responsible for the development of an 
autonomous village organization with the Panchayat as the pivot of 
its body politic. The Panchayats have shown great vitality and 
provincial governments are making efforts to revive them in the 
villages in their pursuit of rural uplift. 


To divide society into groups and initiate a simple division of 
labour was a great brain-wave. It brought method and order out 
of chaos and resulted in great economic advancement. In faot it 
put the Aryans in the van of progressive nations. There was no 
need to find an occupation for a young entrant into life. His place 
was ready the moment he was born. As he grew up he had all the 
opportunity he needed to learn his art. in the most sympathetic school 
he could go to—the parental school. He inherited not onlj r his 
father's property, but all his skill and craft and passed them on to 
his son in his turn. “Thus was the ancient tradition preserved, 
social tranquillity safeguarded, civic and economic welfare secured, 
individual happiness and contentment promoted.* 2 Caste killed 
discontent. The idea propagated was that everyone was born 
according to his actions in his past incarnation and had to occupy 
the place be was destined to. There was, therefore, no occasion for 
jealousy of those who were better placed in life. Thus caste 
minimized class conflict and served as an insurance against the 
uncontrolled working of economio forces whfoh have resulted in much 


evil. 8 

Conclusion . The new forces unleashed in India by Western 
contaots have been working hard to destroy the caste system. The 
urban areas have grown more liberal-minded due to large influx of 
immigrants from all over the country. Inherited professions, being 
incompatible with modern demands, have had to be discarded, ihe 
educated classes have led the revolt against the bonds of caste 
system. They openly scoff at the taboos which religion and oaste 
place on their actions and have no hesitation in “inter-dmmg with 
all sorts of people and eating all kinds of food. 

The railway and the bus have worked effectively towards the 

1 . Doen—Ancient vb. Modern Scientific Bocialinn. 

2. R.P. Maaani on Cart*» in The Legacy of Indta, Ed. Garrett, £. 

3. Mason!—Ibid. p. 150. 
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breakdown of untouohability and unapproaohability. High- and low- 
caste people are all crowded together in third class compartments. 
They have perforce to appease hunger and thirst with the kind 
of food available on the railway platforms without the “neoessary” 
bath to remove pollution. 

The reform movements in the Hindu religion itself have worked 
in the same direction. The Ary a Samaj, for instance, recognizes no 
caste, and approves of inter-oaste marriage and inter-dining. In 
North India Sikhism has been a very strong force to destroy 
social taboos and to recognize human equality. Islam has also 
contributed its share in undermining caste all over T ndia. 

It will have to be admitted, however, that those who fifty years 
ago, believed that the system was already on its last legs and pre¬ 
dicted its speedy submergence, have been proved false prophets. 
Caste is still a potent force in the lives of millions. Caste has stood 
the test of centuries but in course of time has grown many harmful 
excrescences. Lopped of these it may still prove a useful institution 
and “secure social efficiency on the democratic and socialistic 
principles of class collaboration and the rule of law.” 1 

4. Joint Family System. The typical joint family consists of 
a father, his sons and grandsons, together with the corresponding 
women-folk until some of them are married off and enter into other 
joint families. Jointness is the normal condition of Hindu society but 
partition can be had on demand. So long as the family is undivid¬ 
ed, it possesses a common kitchen and property. The earnings of 
all the members are put in a common pool out of which the needs 
of every member are defrayed. The seniormost member of the 
family controls and conducts affairs with the advice of others but 
his voice is final. 

Demerits of the System. The junior members of the joint 
family feel no responsibility and are apt to be improvident. They 
borrow from the Bania recklessly on the credit of the family. At 
the time of marriage or death in the family and at other religious 
ceremonies like the “Mundan” and “Janeo,” there is a great deal 
of waste, often resulting in indebtedness. 

As food and dress are assured without hard work in the joint 
family system it is bound to grow a good many drones. In fact 
this is the strongest argument against any form of communism. 
The total family income has to be spread over a far larger 
number of claimants than in the West. The power to save is impair¬ 
ed and the accumulation of capital small. Besides, the burden of a 
large family deters a man from pioneering new enterprises and 
launching into risky ventures. In such uncongenial surroundings 
it is impossible for individuals to develop initiative. 


Merits. The world is to-day satiated with uncontrolled 
oapitalism. All eyes are set towards the bold experiment of socialism 
in Soviet Russia. The theory is not new to the world. The germ 
is contained in the Hindu joint family where every member works 
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according to capacity and consumes according to need. The strict 
Russian model is not suited to conditions prevailing in many 
countries, but the Indian institution, according to some, can be of 
universal application. Its introduction brings no travail, no blood¬ 
shed in its train and yet in a way it is as thorough—it provides for 
everybody. It promotes the spirit of co-operation and unselfish 
service. The family is the nucleus and its motto is “All for one and 
one for all/' 

The curse of uneconomic holdings does not arise so long as the 
family’s landed property remains undivided. It is the spirit cf indi¬ 
vidualism that has brought about the partition of ancient holdings 
with increasing frequency. The joint family has been called “an 
anachronism But according to some, it is the only possible remedy 
for uneconomic holdings—the moat ruinous fault in Indian agri 
culture. It makes possible “joint farming of the inheritance without 
partition.” 1 Co-operative farming, however, can serve the same 
purpose, and it is preferable since it does not involve the disadvan¬ 
tages of the joint family system. 

Conclusion. The joint family system is disintegrating rapidly 
—much more rapidly than the caste system—due to the great 
increase of population in India and the spreading of Western 
education, thought and culture. The old respect for the patriarch of 
the family is disappearing while the bonds of family discipline are 
loosening. But the principle underlying the system is a valuable one 
and should be taken advantage of through multi-purpose co operative 

societies. 

5. The Laws of Inheritance and Succession. Succession 
among Hindus is governed by the Mitakshara and Dayabhaga schools 
of law. The Dayabhaga form is peculiar to Bengal, the Mitakshara 
is prevalent in all other parts of India. 

(i) The Mitakshara system . Under this system the anoestral 
property is owned and enjoyed by all members of the family as a 
body. The head of the family is only a manager for the time being. 
He has no right to dispose of the property without the consent of all 
the male members. The family is a corporation in whioh the rights 
of individuals are not defined or ascertained. In case of a member s 
death there is no succession to his share. It automatically becomes 
the property of the survivors. The family remains joint till there 
is a partition of ancestral property. When such a thing happens, 
the sons have equal rights with the father. 

(ii) The Dayabhaga . Under this system, the head of the family 
is absolute owner for his life-time and can dispose of the property 
as and when he thinks the family’s good requires it. Under this 
law there is succession even in joint property and a dead members 
share goes to his heir. There is no partitioning between father and 

son, only between brothers. ______ 

\ t Jftthar and B^ri —Indian Economics, Vpl. I. 
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Under both systems of law females have no right to anoes ral 
nroDertv Both the systems are unanimous in giving the head 
complete rights over self-acquired property. The law of primogeniture 
does P not obtain in India, except in the case of ™lers of States and 
some bi<* zimindar estates in whioh partition is not allowed and the 
eldest son succeeds to the whole property. But generally, corporate 
property is the rule in the East. Individual property is the rule in 

the West.” 

(iii) The Muslim Law. Islamic law gives a share of the property 
to females as well as to males though not on an equal basis. But in 
actual praotioe in most provinces the oustomary law of Hindu origin 
is followed even by the Muslims. There is a growing desire now to 

introduce the Islamic law of succession. 

(ii>) Economic Effects of the Laws of Succession. It cannot be 
denied that both Hindu and Muslim schools of law are equitable. 
They make no distinction between the first-born and the last-born 
at the time of partition of property. Thus they save people from 
futile heart-burning. Under these laws every one gets a start 
in life and a self respecting middle class is fostered. Such a middle- 
class serves as the backbone of both society and government. In 
the village self-reliant peasant proprietors serve as the best defence 
against foreign invasion and internal disorder. That an individual’s 
share is small is all the better; a small share provides an added 
incentive to hard work and self-help. The evils of capitalism are 
avoided and wealth is more equitably distributed. 

The laws of succession are responsible for a good many evils too. 
Land gets sub-divided into smaller and smaller pieces, till it is 
absolutely uneconomic to cultivate. Sub-division brings fragmenta¬ 
tion in its train—as great an evil if not a worse one. The laws 
encourage litigation which wastes time and money. They also 
hinder savings and discourage large-scale enterprise. 

6. Panchayats in India. It will not be out of place here to 
study the functions of Panchayats. In olden times they covered all 
aspects of life in the village. As the result of centralized Government 
they lost much of their power and usefulness. Recently, however, 
efforts are being made to resuscitate them. In the Punjab the 
Village Panohayat Act was passed in 1939. It is proposed to amend it 
in East Punjkb so as to bring it in line with the U.P. Panchayat 
Raj Act which has been called ‘one of the greatest experiments in 
rural democracy and decentralization. East Punjab has already 
4.400 Panohavats and 5.600 more are intended to bfe added. 


The Panohayats ' have 
funotions. 


both administrative and judicial 


Their administrative duties are more or less like the duties of 
Municipal Committees and they look after and are interested in all 
the aspects of communal life in the village, e.g., agriculture, trade, 
industry, health, festivals and means of communication. 
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From the judicial point of view they have powers of the lower 
Civil and Criminal Courts and they oan try simple offences like 
theft, trespass, simple hurt, etc. They also take into cognizance 
breaches of the Primary Education Act, the Cattle Trespass Act, 
and the Vaccination Act. They can impose fines up to Rs. 60. It 
is proposed to enhance these powers up to a fine of Rs. 260. 
Selected Panchayats may be allowed to hear suits when the value of 
the debt does not exceed Rs. 600. 

A ppeals from the Panchayats in Civil cases lie to the District 
Magistrate and in Criminal cases to the District Judge. 

The village “Panchayat-ghar M serves as a meeting-place for the 
village community and as a cultural centre. It also houses the 
village library and reading room and may have a battery-radio set 
installed if funds allow. 

It will thus be set n that the Panchayats can play a very 
important part in the social life of the Indian village. The villager 
will realize his own strength and collective power and the minions 
of law will not be able to bully him. He will start on the high road 
to democratic power and exercise it as a citizen of the village 
republic. 

Suggestions for further reading :— 

1. Risley—The People of India. 

2. Miller—The Beginnings of Tomorrow. 

3 R. P. Masani— The Legacy of India. 

4. Bhagwan Das—Ancient Versus Modem Scientific Socialism. 

5. Radhakrishnan—Indian Philosophy. 

6 . The Punjab Village Panohayat Aot, 1939. 

7. U. P. Panohayat Raj Aot, 1947. 


CHAPTER IV 

A GENERAL SURVEY OF AGRICULTURE 

1. Place of Agriculture in Indian Economy. After studying 
the physical and social background of India we are now in a position 
to discuss her economic problems. They are of all kinds—agricul¬ 
tural, industrial, monetary as well as those pertaining to banking, 

trade, transport and prices. Let us start with agriculture! 
The importance of agriculture to India can hardly be 
exaggerated. Every two persons out of three are directly 
engaged in agriculture, and many more are indirectly 
maintained by it. Thus a very large majority of the people depend 
on it for their livelihood. It supplies them with food products as 
well as provides raw materials for their industries. It is a source of 
employment for the trading classes and revenues for the Govern¬ 
ment. 'Ihus the prosperity of agriculture is synonymous with the 
prosperity of India and her people. 

Unfortunately Indian agriculture is far from prosperous. Far 

too many people are engaged in it, wasting their time and energy 

This overcrowding is one of the major problems of Indian agricul" 

tural economy and the pity is that it is on the increase. In 

1901, only 07*4% of the people were busy with the production of 

raw materials. In 1921 the number increased to 73%. That only 

66 % are shown to be doing this work in the Census Report of 1931 

is due to the adoption of a different method of classification. 

Otherwise this number might well have been 73 or even 75 <V % 1 The 

gravity of the problem of increasing pressure of population °on land 

is also apparent from the fact that whereas 17'5% people were 

employed in industries in 1911, only 16 3% were so in 1931 

Obviously the increasing numbers have not been absorbed in indus! 

tries and handicrafts and have been thrown upon agriculture The 

pressure on land has thus resulted in the serious problem of suh 

division and fragmentation and in the appalling poverty of the 
masses in Xnclia»« 

2. Inadequate Production.' Although such a vast majority of 
the people is engaged in agriculture and about 80% of the total 
area is also under food crops, yet India is unable to feed her own 
population at even the current low standards of living Before 
1914 India exported food grains, while to-day she actually imports 
between 2 and 3 million tons of foodgrains per annum. It isseen 
that while the population of India (excluding States) increased from 
267 mUliou (mss, to 296 miUion i 1941, the total ptXcMoa “f 

to 47-2 million tons in 1939-40. 1929-30 


1. Indian Finance 1943 p. 261-2 quoted by Wadia and Mer^T^~ te ^ 
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3. Malnutrition and Poverty. Not only is the quantity of food 

available in India inadequate, but quality is also unsatisfactory.^ 
The people’s diet is unbalanced and there is a ohronio deficiency of 
protective foods like milk, fruits, vegetables and eggs. The result 
is a high incidence of disease, heavy mortality, and low longevity. 
These factors in their turn react on the efficiency of the agri¬ 
culturist and result in his dire poverty The average income of an 
Indian was estimated to be Rs. 65 per annum in 1931-32 and that 
of an agriculturist was still lower. Even in these days of inflation 
and high prices the income estimates are ridiculously low. 1 Univer¬ 
sal poverty has resulted in universal indebtedness. Only a very 
small minority of the Indian people enjoy amenities like medica, 
relief and education which are considered to be their birthright by 

people in other lands. v 

4. The Role of the State. Whenthepeopleareignorant. it 
is the duty of the State to come to their rescue. Unfortunately till 
recently India had an alien Government who were more interested in 
protecting British interests than Indian. They went even further 
and actually pursued policies whioh ruined our handicrafts and lett 
the peasant helpless. Faced by reourring famines in the closing 
decades of the last century and pressed by their revenue require¬ 
ments the Government did introduce a few halting measures which 
brought some relief to the agriculturist. Improved seeds, manures 
and implements were introduced. Efforts were made to improve 
the breed of cattle. Irrigational facilities were extended. Steps 
were taken to relieve the burden of rural debt by regulating the 
activities of moneylenders and through co-operative credit. 
Some attention was given to the problems of marketing and con¬ 
solidation of holdings A Rural Reconstruction movement was also 

initiated during the critioal years of the economic depression But 
all these efforts failed to raise standards of the rural masses to any 
appreciable extent The reason was that instead of tackling the basic 
causes of the disease, the State in India merely attaoked the symp¬ 
toms. The basio problem was left untouched. 

5. The Basic Problem. The basio problem of indian agrioulture 
relates to the ownership and distribution of land combined with the 
absence of alternative occupations to absorb the surplus P°pul atl °“* 

I^ers who are mere rent receivers and contribute nothing to its 

development. Secondly, there are far too many people engaged in 
fhl cultivation of land than are necessary for its proper expio^tmn. 

Not only are the holdings small but they are scattered in fragments 

Thus P the cultivators have neither the incentive, nor the 
capacity for better methods of agriculture. Hence the productivity 

oHand per acre is low. Bat i t is still lower per man because of the 

1 See Chapter on National Dividend. 
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pressure of population on land, 
conditions is surely ineviitable. 


Universal poverty under these 


6- The Way Out. The above analysis will indicate the way out 
of this d ifficult situation. Three separate steps are indicated. 


Firstly. The actual tiller of the soil must have the incentive 
to put in his best efforts. This means that he must be sure of reap¬ 
ing the full reward of his labour. Thus either he should own the 
1 tLd that be cultivates or he should be ensured of holding it for an 
adequate period of time. Further, the demands of the State and the 
landlord should be reasonable and be fixed over long periods. 


Secondly. The unit of cultivation must be increased. Mere 
consolidation of a small holding is not enough. For scientific agri¬ 
culture large-scale mechanical operations are necessary. One method is 
abolition of private ownership of land and its collectivization. This 
may involve insuperable difficulties under Indian conditions where 

private property is greatly cherished. Another method is pooling 
of private ownership without its abolition. We shall study the im¬ 
plications of this suggestion in due course. 


Thirdly. New employments must be found for the surplus 
population both i n the villages and towns. This implies a policy 
of all-round industrialization both on the small and large scale. 


7. The Need for a Planned Economy. No agricultural pro¬ 
gress is possible without a simultaneous development of industry in 
the widest sense of the term. With industrial and agricultural 
development are closely connected developments of transport, trade 
banking, currency, etc. All must be tackled simultaneously for any 
results to be achieved. Hence the necessity of Central guidance 
and control. The laissez faire system is wasteful. There is an 
urgent need for planning the whole economy of the country as 
well as its each separate aspects including agriculture. 

We shall now proceed to study the present unsatisfactory 
position of agricultural production in India. 


8. Distribution of Area. There is a general complaint 
in India about the paucity, unreliability and obsolete character of 
published data. This complaint is the greatest in agricultural statis¬ 
tics. The paucity is mainly due to illiteracy of the rural population 
and the inefficiency of collecting officials. The total area of India 
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and 


stan in the year 1946-46 was distributed as follows : 

In Millions of Acres (Percentages in bold letters) 

1945*46 


Country 


Total 

Area 


linger 
Foresi s 


Not avail¬ 
able for 
cultiva¬ 
tion. - 


Cultiva 

ble 

Waste 


Fallow 

Land 


Arta ' Irri 8 ated 

~ rea Area 
Sown 


Indian 

Dominion 

Percen¬ 

tage 


Pakistan 

Percen- 
ta e 


India 

before 

partition 

Percen¬ 
tage_ 


403 


62 4 


62*4 



15 5 


15*5 


109.6 



279 



. c. 


170*8 39 2 


42 4 



46 2 


20 3 


42 


35 



513 


6*8 


90 


9 » 


17 


217 


69 


103 


13 


18 


18 


42 3 


11*5 


_ i i - 

We can draw tbe following conclusions from the a^ove 

lable ( n Inclusive of forests 31% of the total area is not available 

for cultivation, and if fallows are included 40 per cent comes under 
this category q£ tfae area in the Indian Dominion is 

miltivable waste laud. Due to chronic deficit in food supply, stre- 

”“d“ Cultivation «» much of this area as poselblo by mnlt.- 
purpose projects and irrigation schemes. . 

P HI Onlv 10% of the area in India is irrigated the rest 
depending rainfall. Hence a very email proportion (16% for 
Soth dominions) ie sown more than ones m a year. 

(4> „S “me 8 .°tT ."“t^^acrfofth^egno’nTtuml population 

ff population °Uily (S) ^ eree per bend must work out et 
leas than half an acre. 

9. Reletive topor^ .1 

Sy • SnSerTood crops end the remaining 20% 

m 1940 41, ou/o i?r»nterrains alone accounted for 

JTpe?ofX Wti. “tL indictee the unctiefaotory state of 
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our eoonomy. Three-quarters of our population and four-fifths of 
our cultivated area are busy producing food but still it is not enough 
for the people and the Indian Union has to import huge quantities 
of rice and wheat amounting to more than 2 million tons from 
abroad (2’8 million tons in 1948). 

The following table indicates the relative importance of princi¬ 
pal crops grown in India and Pakistan. 

FOOD CROPS IN 1945-46 & ONWARDS. (IN LAKHS OF TON8) 



Jowar Bajra § 


8P 



« Sugar- 
o cane 


1946-46 (Final) 

1946- 47 (Revised 186 

Estimates) 198 

1947- 48 (Forecast) 188 


59 

47 

63 


66 

63 

67 


27 

27 

26 


21 

20 

21 


12 

16 

14 


20 31 411 46.6 

24 36 420 49 

25 43 426 53 


1945-46 


82 31*2 2*2 6 4*3 ... 1*2 6*2 132 


NON-FOOD CROPS IN 1946-46. (IN LAKHS OF—) 



Indian Sesa- 
Union mum 


Oil-seeds (Tons) 


Rape 
Groun- and 
dnuts Mus¬ 
tard 


Lin- Cee 

seed tor 


Tea 


Miscellaneous 


Tob- Indigo 

Cof-acco (E.N. Rubber 
fee (to- Ts) (pounds) 
ns) 


3*6 
3 3 



6017 504 3.3 
n.a n.a n.a 




14 62 733 


IVom the above table it is dear that food crops, specially rice 
and wheat, are more important from the point of view of production. 
Later on we shall see that cash-orops like cotton, jute, tea and oil¬ 
seeds (specially groundnuts) are important from the point of view 
bf exports to foreign countries. 

The Foodgrains Policy Committee in their final report of 1948 
estimated a total production of 40*4 million tons of foodgrains in 
India in 1947-48 against 39 5 in 1946-47. This estimate includes 
Indian States and Hyderabad. The partition of the country and rise 
in population has increased the dependence of India on imports of 
foodgrains from foreign countries. 

_ ! 10. Study of Food Crops. A word may now be said about 
o&ch of the principal crops produced in India. 
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(<) Rice. Rice is the most important crop of India. It is 
grown in low-lying, well-watered, tropical regions. It is a winter 
crop and is harvested from December to January. Different varie¬ 
ties of rice are grown in different parts of the country according to 
local conditions. In Bengal, for instance, there are two harvests— 
the Aus or the early crop, and the Aman , the later crop. Aus requires 
less rainfall than Aman , is coarse and is eaten by poorer classes alone, 
In case the rains fail, it also serves as a provision against famine. 
In deltaic swamps, rice is practically the sole food crop. 

In 1945-46 in the area covered by the Indian Union now^ 58 
million acres were under rice, producing 18 million tons, against 
Pakistan’s 22 6 million acres producing 8.2 million tons. The area 
under rice is the largest under any single crop. 

Since the separation of Burma, India has become a net importer 
of rice. In 1939-40 she imported 1*8 million tons of rice, mostly from 
Burma. India’s produce of rice per acre is low and has been declin¬ 
ing. Experiments in manuring and watering are urgently .needed. 

There has been a serious world shortage of rice in recent years. 
The world production before the war was 200 million tons. In 1945 
it was only 163 million tons. A world conference has been studying 
the problem of production and distribution of rice every year since 
the end of war under the auspices of the Food and Agricultural 

Organization (F. A. O.). 

The Indian Dominion has been allotted considerable quantities 
of rice and wheat every year by the F. A. O. but the prices paid 
have been very high. It has been estimated that the total 
imports of rice and wheat in 1948 were 2-8 million tons and their cost 
Rs. 110 crores, but as the Foodgrains Policy Committee remarked in 
1948, “It is clearly impossible to go on buying them at anything 
like the prevailing prices in the quantities deemed to be necessary. 

(ii) Wheat. The total area under wheat in 1945-46 in the 
Indian Dominion (present area, including Hyderabad) was 24‘4 
million acres which produced 6 million tons of wheat against PakiB- 
tan’s 10*4 acres and 31 million tons of wheat. From these figures 

it is obvious that whereas an acre in Pakistan produced “ or ® A ^“ 
8 maunds of wheat, in India it produced only 7 maunds. Further the 
produce per acre differs greatly from province to Provmce. bemg 
882 lbs. per acre in Bihar, 728 in the Punjab and 231 in Hyderabad. 
Even our best is much less than 1,140 lbs per acre m Europe 972 in 
Canada and 846 in the U.S.A. Thus there is scope for improvement to 
India if science comes to our aid and our agrarian economy uis> - 
tably organized. Dr. Bums has estimated that the annual loss from 

rust is about 5% of wheat produced in a year when there “ no 
demic but in badly affected places it comes up to 100/ 0 . Rust- 

resistant varieties need to be through^'5fe hSTwater 

£££ Prof.Luthraofthe 

ment. Irrigation, manures and rotation of korop» will morease our 
yield. 
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Before 1914 India exported some wheat, but now she imports it, 
*he condition is, .however, net desperate in spite of the present 
acute shortage. Area under wheat can be increased as well as pro¬ 
duce per acre improved. 

(tif) JBarley. Indian Union has about 6 2 million acres under 
barley, 2/3rd being in the U. P , the rest in Bihar and East Punjab. 
We produce about 2 million tons, against Pakistan’s one lakh tons. 
This crop is more of a cash crop than food crop, being mainly used 
for making malt. It is used in India for making beer and is also 
exported to the U.K. and the U.S.A. 

(iv) Millets (Jowar, Bajra and Ragi). Total area under ^millets 
in the Indian Union is about 66 million acres (including Hyderabad). 
They are grown all over the country but more commonly in the dry 
areas of Bombay, Madras, Hyderabad, the C.P. and the U.P. They are 
a Kharif crop and need little more water than what the S.W. monsoon 
brings. As the result of experiments at Lyallpur, Nagpur, Coimbatore 
and Indore improved varieties are now sown which give a higher yield 
per acre. 

They are the mainstay of the poorer classes in the country. 
Bajra has more fat and a higher calorific value, while ragi contains 
more calcium than wheat. Jowar will always remain one of the 
main crops of India in areas of less rainfall. Hence further research 
in dry-farming methods with measures against smut and birds will 
increase the total produce without any increase in area. 

Millets are also useful fodder crops. . 

v (v) Pulses • Various pulses like gram, urad, masur, moth, mattar, 
arhar, etc., are grown throughout the country and form an essential 
part of the diet of the people. Gram is the leading pulse and is 
■ mainly grown in. East Punjab and the U. P. In 1948, gram occupied 
16 million acres in the Indian Union (including Hyderabad) and 3 
million acres in Pakistan. The yield in India was 3*1 million tons, 
in Pakistan 6 million tons. The range of variation in the yield 
per unit in different parts of the country is great, being only 50 lb. 
in Bombay, 500 lb. in Gujarat and 1,200 lb. in the Punjab. 

In 1940, a special committee was appointed by the Imperial 
Council of Agricultural Research to co-ordinate research on the 
pulses of India and to develop in each case a seed variety and develop 
other conditions like mixed cropping and manures which would 

inorease the yield. The fodder value of the pulses is not to be sneez- 

ed at. j , ,, ..... 

. (ei) Maize. In 1945-46 there were 8 million acres under maize 
in the Union of India, which yielded about 2 million tons of grain 
against about 4 lakh tons in Pakistan. The main producing areas 

the U. P, and the Punjab. Maize is an important foodgrain for 
the poorer elapses in Northern India. The stalk serves as fodder. 

(vm) Sugarcane. Area under sugarcane in India is larger than 
m any other country of the world. In recent years, the protection 
that the sugar industry has been enjoying has stimulated the pro- 
Motion of sugarcane. Today there axe about 31 million acres 

« * 
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under sugaroane in the Indian Union. The chief oane-growing pro¬ 
vinces are the U. P. and Bihar. The average yield per aore and the 
quality of cane produoed in India are inferior to other important 
producing countries. Recently the Government has given special 
attention to improve the quality and supply of sugarcane. A 
cane-breeding station was started at Coimbatore in Madras and the 
Provincial Agricultural Departments have introduced many new 
varieties of sugaroane, whioh give greater yield per aore. 

11. Non-Food Crops. (») Tea. Bengal and Assam produce 80% 
of Indian tea. The principal non-food or cash crops are cotton, jute, 
tea, ooffee, tobacco, opium, rubber and spices. They are primarily 
raised for sale, and figure prominently in India’s exports. The total 
area under these crops in the Indian Union in 1946-46 was 37 million 
acres against 7 millions in Pakistan. This means that 17% of the 
total cultivated area is under commercial orops in the Indian Union. 

Consumption of tea in India is rapidly growing. It is also 
becoming poptilar in the U.S.A. This growing popularity is due to the 
propaganda of the Indian Tea Association whioh is finanoed out of 
a cess of 12 as. per 100 lb. charged on exports, sinoe 1935. India 
exported tea worth Rs. 24 crores in the first six months of 1948. 

(it) Coffee . In most places, tea has been substituted where 
ooffee was grown before. The decline has been partly due to the 
appearance of a destructive beetle and partly to the competition of 
cheap Brazilian coffee. Coffee is mostly grown in Mysore State 
(96,200 acres), Madras (49,600 aores) and Coorg (37,600 acres). The 
area under ooffee in India is 212,000 acres producing 25 million lb. 

In 1946, India exported one lakh cwt. of coffee, valued at about 
Rs. 1 orore. Sinoe 1935, the Indian Coffee Committee has been oarrying 
on propaganda (financed by a cess of 8 as. per owt. on exports) to 
popularize this beverage, but there is no particular need for increas¬ 
ing the production of ooffee. 

(m) Cotton. The quality of Indian ootton is generally inferior. It 
is “shorter in staple, poorer in spinning value, and smaller in yield 
per acre.” This inferiority is due to various oauses : (a) There is no 
incentive to improve quality beoause it is exported for mixing with 
wool and gets fair price as it is. (6) Inferior quality is extensively 
cultivated beoause it withstands drought better. (c) Seed gets mixed 
up in the ginning factories. 

Attempts have been made to improve the quality and yield of 
Indian ootton. Agricultural Departments have been engaged in the 
task of evolving superior varieties. In 1917, the Government of India 
appointed the Indian Cotton Committee “to suggest methods to in¬ 
crease the supply of long-staple ootton in India, to improve ginning 
and marketing, to prevent adulteration, damping and mixing, 
etc.” The Committee reported in 1919 and reoommended :— 

(o) Botanical work for improvement of quality and inorease of 
yield. ' ■ . > 
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(6) Open markets on the Berar system ; publication of ootton 
prices for the benefit of cultivators ; organization of cotton sale 
societies and standardization of weights ; and arrangements for 
protecting seed from adulteration. 

(c) Formation of a Central East Indian Cotton Association in 
Bombay, to control the whole cotton trade. 

(d) Creation of a Central Cotton Committee to promote the 
welfare of cotton growers, and to bring the Department of Agricul¬ 
ture and the cotton trade closer. 

Accordingly in 1934 the Central Cotton Committee held its first 
meeting, in 1922 the East India Cotton Association was formed and 

« Cott ? n Transport Act was passed to prevent adulteration. 
In 1926 Cotton Ginning and Pressing Factories Act was passed with 
the same object. The Indian Central Cotton Committee has done 
much to improve the quality of Indian ootton. It has established 
laboratories and promoted special research in Bombay, Indore and 
elsewhere. Its activities are financed by a small oess of two 
annas per bale, imposed on all ootton baled in India. Cotton 

Market* Aots have been passed in Bom bay, Central Provinces and 

Madras to improve conditions of marketing. 

& 

The partition of India has considerably weakened the cotton 
economy of the Indian Union. India is now a net importer of cotton 
instead of being a net exporter. The best varieties of cotton, par¬ 
ticularly of staple length £' and above, required by the Indian mills 
are produced in Pakistan. The exact area under ootton in 1946-47 
in India was 11,493,000 acres and in Pakistan 3,367,000 acres, India 
consumes 98 million bales of Pakistan eotton. About 8 lakh bales 

out of this can be produced in India provided the acreage under 
ootton oan be raised. 


(*») Jute. During the depression of 1929-36 the price of jute 
tell very low. To assist the recovery of prices, the Bengal Govern¬ 
ment asked for a voluntary restriction of 1936 orop but the results 

oi this voluntary effort were not substantial. In 1936, an Indian 
Oentral Jute Committee was appointed with a grant of Rs. 6 lakh 
per year for carrying on research and collection of accurate 

1 ^“^’ W o th th ,® x ar came heay y demand for jute. In August 
the Bengal Jute Regulation Act was passed to regulate 
tactory hours, to restriot acreage under jute and to oontrol 

? nce ? of i ute * Recently the Government has 

ofjSte r ° Ued JUte Pn0e ' Thi ® h “ led to a greafc riee in the Pnoe 

The cultivation of jute is not an unmixed good. It has displao- 
ed riee m some tracts and has thus reduoed the supply of foodf It 
ethausts the soil muoh more rapidly than any other crop. 

wvei ZTsh 01 \oo? Ut of area in E * and W - Ben « aI while ri£ 

72 /°‘ ^exports a re absolutely essential for 
purchase of muoh-neederi farofon 
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(t>) Indigo. Due to German discoveries of synthetic dyes in the 
closing years of the 19th century India’s export trade in indigo re 
ceived a serious blow. The area under indigo was greatly 
In 1896-97, there were about 17 lakh acres under this orops ; in 194U- 
41 only 65,000 acres were planted with indigo. The principal produc¬ 
ing provinces are Madras, the United Provinces, Bihar, the 
Punjab and Bengal. The future prospects for this crop are not very 
right as India cannot now revert to make dyes out of it for her own 

consumption or export. 

(t?») Opium . The area under opium has also declined. Govern¬ 
ment stopped all exports to China, under the agreement of 1907 and 
to other countries under similar agreements later. In 1906-07 there 
were 614,879 acres under opium in British India. This figure fell to 
only 6,816 acres in 1940 41. The cultivation of poppy is now carried 
on under a system of Government licence for medicinal P^poses 
only. The chief producing areas are Malwa and U.P. India has ma 
large sacrifices of revenue to meet her international obligations. 

Tobacco. India is the third largest producer of tobacco after 
the U. S. A. and China. Now Indian Dominion and States produce 
3-3 lakh tonB of tobacco on 10-2 lakh acres. Tobaoco is grown all 
over India, but Guntur, Kistna and Godaveri districts of Madras 
™“uce beat Virginia tobaeco used tor cgarettes. Guntur, where 
there is the Central Research Station, is the ohief market. In 1946, 
Rs 6 66 lakhs worth of tobacco (raw and manufactured) was export¬ 
s' The U K. is the chief market. Dr. Jag)iwan Singh has been 
Recently appointed Liaison Officer in London by the Indian General 
Tobaoco Company. To develop her own cigarette industry India 

must carry on steady research in growing good leaf tobacco as well 
M train expert flue-curers and thus become self-sufficient in cigars, 

oigarette and pipe tobacco. 

(viii) Fodder Crops. In 1940-41 there were 10 5 million acres 
fnnmnared to 2 94 million acres in 1901-2) under fodder crops in 

a WnL Punjib, Bombay and U.P But iu view of tbs 

“ cattle population, this area is not adequate In recent years 
the Agricultural Department has been paying attention to the pro¬ 
blem of growing better fodder drops and of storing fodder. Among 
othw grasses Egyptian clover and berseem have been successfully 

introduced. . 

(ix) Cinchona .-Cinchona is mainly grown on Government cm- 
chonaplantations in Darjeeling and the Nilgiris. Government planta¬ 
tions were started as early as 1862. During the war the supply of 

quinine became a serious problem. Attempts are being made to 

plant more cinohona trees in India. 

(*) Rubber. Rubber is mainly grown in Southern India-Madras 
W qt-ofo In 1943 44 the total area under rubber 

^T^u’waa^Ul 000 acres which yielded 35 94 million lb. of rubber. 
regultAed undM inJru.tio».l .oheute, Tbi. oon.lder.bly helped 
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the market. During the war efforts were made to grow more rubber 
in India and also to find alternative sources of rubber. Synthetic 
rubber is now produced in the U.S S.R., the U S A. and elsewhere. 

12. Need for Increasing Production. Attempts have been 
made from time to time to estimate the per capita income of an 
. agriculturist in India. The Statistical Branch of the Department 
of Agriculture, Madras, calculated some years ago that the average 
annual income earned per head by agriculturists in the presidency 
was about Rs. 100. Another estimate of Bombay put the figures 
at Rs. 100 for urban and Rs. 85 for rural areas. 1 According to 

X.K.R.V. Rao 2 while income , per capita in urban areas was 
RfUl in rural areas it was only Rs. 48 in 1931. This was a 
depression year and income was very low. It must have increased 
substantially since the phenomenal rise in prices during the last 
few years due to war. Whatever the validity of these 
estimates of income, the main fact remains that the vast 
majority of the rural population of India lives perpetually on the 
margin of subsistence. Every effort, therefore, towards raising 
this margin is urgently called for. 

The income of the agriculturist can be raised (a) by increasing 
the area under cultivation, by adopting methods of extensive 
cultivation, and increasing productivity per man (6) by Increasing 
productivity per acre through intensive cultivation, (c) by im¬ 
proving the quality of produce end (d) by improving the methods of 
marketing so that the maximum portion of the price paid by the 
consumer goes into the pocket of the producer. We shall take the 
problem of marketing later. At present we are concerned with 
increased production through extensive and intensive methods. 

k . Possibilities of Extensive Cultivation. The table given 
below shows how the total area of India is being utilized and what 
changes have occurred in its distribution over a period of about 30 
years ending with the year 1940-41. 

* Million acres. Changes in J 940-41 

fe"'- . - over 1911-12 

1911-12 1938-39 1940-41 1947+increase % 

— deorease 

(a) Under Forests 
(k) Unavailable for cultivation 

(c) Gulturable waste 

(d) Current fallow 
(«) Net sown with crops 

■ ? t - Total area 

(/) Irrigated, area 

1. “India in 1931 ” p. 150. 

2. V.K.R.V. Rao.— “The Nation al income of British Ina/ia in.2931-32, 

p. 89 / 

8* J\C, B(jcit cl Agia Leud Policy end Agriculture, pp.»19 and 26. 
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91*9 

12*3 
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97*9 

92*2 

4-3 4 

49 7 

48*3 

45*3 

47*2 

-2*5 

202*6 

209*4 

214*0 

213*2 
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507*4 

511*9 

513*2 

512*9 

+5-5 1*1 

39‘7 

53*7 

55*8 

56*8 

% 
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It will be seen that the net area sown with crops increased less 
than 6 per cent during this period of 30 years. Even this increase 
was mainly due to development of irrigational facilities. Area 
under irrigation increased by 42 per cent. 

How far are there any possibilities of bringing more area 
under crops ? Let us discuss each of the uses to which land is put 
as shown in the table above. 

(a) Area under forests. 1 During the period the area under 
forests has steadily, though only slightly, increased. There is no 
question of redUoing the area under forests and putting it under 
crops. Our forest resources are not enough for our needs. Efforts 
should be made to bring some of the land classed as “culturable 
waste” under forest. This will supply more grazing facilities and 
more fuel and timber apart from other economic benefits to the 
country. It has been planned to increase the forest area to 25% 
of the total. 

(b) Area classed as u not available for cultivation ” has gone 
down. The difference appears bo be due to changes in the standard 
of classification. It is very improbable that any substantial part 
of it could be brought under the plough. 

(c) Culturable waste also shows variations due to different 
methods of classification. Some of this class of land has been 
brought under cultivation with the extension of irrigational 
facilities. Most of this area is found in the Provinces of Assam 
(17*6 million acres). C. P. and Berar (14 m. acres), Madras (11*3 m. 
acres), Punjab (13*9 m. acres), Sind (11*1 m. acres) and U. P. (9'8 
m. acres). This area is inferior in quality and needs expensive 
irrigation facilities before it can be cultivated. Lack of capital for 
irrigation and drainage, absence of adequate means of transport 
for the produce, deficiency in drinking water Bupply and prevalence 
of disease germs have stood in the way of the cultivation of these 

lands. 

(d) u Current fallow ” has fluctuated from year to year without 
muoh Inorease or deorease. But the significant fact is the high 
proportion of the land kept fallow every year. This reflects the 
primitiveness of our agricultural method. It is a remnant of days 
when leaving land fallow was the only method of reouperating its 
powers. With scientific manuring and proper rotation of crops 
this area oould be saved from being wasted. In Western countries 
fallow has been replaced by intertilled row crops like corn, potatoes 
and roots. This will involve a change in the character of our 
agricultural eoonomy allowing more specialization . of crops so that 
lands could be put under those orops only for whioh they are best 
suited. The present subsistence fanning system will have to be 

given up._ 

t In 1945.46 area under forests in the Indian Union was 62*5 lakhs acres 
and in Pakistan 5*3 lakhs sores. 
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Conclusion . Professor Sbah thinks :tbat “culturable waste land 
can only be effectively brought under cultivation and its 
produce economically disposed of, if all the scattered parcels of 
culturable waste land are treated as public property and exploited 
or developed by the State as such.” 1 2 Professor Shah has discussed 
the matter from the long period point of view as a part of an all- 
India plan on socialistic lines. From the short-period viewpoint, the 
scope for further extension of cultivation by private individuals 
is limited. This is evident from the fact that the net sown area in 
British Indi i has increased from 186 million acres in 1901 to only 
213 million acres in 1947. The largest increase was from 1901 to 
1911 when canals were constructed in the Punjab. There has been 
some increase in sown area during the recent war but this has not 
been accompanied by a proportionate increase in production. The 
following table shows the changes in area during the last few years 
in individed India. 

PERCENT AGE^GROWTii OF AREA UNDER SOME 

IMPORTANT CROPS* 

* 

(Base: Average of 1936-37 to 1938-39.) 

Average 
* 1936-37 


Crop 

V 

to 

1938-39 


1939-40 

1940-41 

1941-42 

1942-43 


Million 

acres 

Base 

.Index 

Index 

Index 

Index 

Rice 

,.. 72*8 = 

100 

102 0 

100-3 

101*2 

102*8 

Wheat 

... 34*7 = 

100 

98*0 

100 6 

98 0 

99*0 

Groundnut 

... g-O = 

100 

104*8 

109*6 

83*2 

92*6 

Rape 6nd Mustard 

... 6*6 = 

100 

107*2 

108 8 

111*6 

61*7 

Sesamum 

... 4*2 = 

100 

95*9 

U6 4 

96*9 

97*7 

Linseed 

... 3 7 = 

100 

98*3 

96*0 

88*6 

71*8 

Sugarcane 

... 3 ‘ 8 = 

100 

96-7 

120*8 

92*3 

94*3 

Cotton i 

... 24*6 = 

10) 

86*6 

92*9 

96*6 

76*0 

Jute 

... 2 9 = 

100 

106*0 

190*2 

72*6 

110*6 


The great fall shown under linseed, rape and mustard and 
ootton, has been due to the practical disappearance of the chief 
markets, to which these articles were exported before the war. In 
spite of the “grow-more-food” drive and falling off in the area 
under non food crops, the only increase under foodgrains has been 
in the case of rice. That also is very moderate. 

India is now free. Her Government has realised the urgent need 
for enhanced production to meet the chronic deficit in food. An all- 
out effort is being made to meet the emergency with a long-term 
plan. A large number of irrigation and multi-purpose schemes 

1. Principles of Planning by K.T. Shah, p. 34. 

% 

2. Figures taken from War and Indian Economic Policy by Gadoil 
77 7 and Sovaoi, p. 62.- 
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like the Damodar Valley Projeot in South Bihar, Kosi 
Project in North Bihar, Mahanadi Project in Bombay and C. P., 
Ramapadasagar in Madras and Bhakr* Dam and Nangal Projeot in 
the East Punjab have been taken in hand. Six million 
acres, expected to yield an extra 2 million tons of 

foodgrains, are going to be reclaimed. In 1948, 36,000 acres 
have been reclaimed in U. P. and C. P., 60,000 acres are planned 
for reclamation in 1949-60 and a lakh and a half acres in three sub¬ 
sequent years. The initial ploughing is to be done by vhe Central 
Government. A few tractors have been purchased and lent to 
provinces, but many more are needed and India’s Food Minister, 
Mr. Jairamdas Daulatram, recently (Dec. 9, 1948) indicated that the 
Government of India was going to borrow a sum of Rs. 100 orores 
from the International Monetary Fund to finance the purchase of 
bulldozers, heavy tractors and other agricultural implements to 
m ake the country self-sufficient in respect of her food requirements. 

14 Scope for Intensive Cultivation. ^ We have seen that the 
cultivated area per head of population in India comes. to about 
four-fifths of an acre. In Japan the cultivated area per head comes 
to Jess than one-third of an acre. But as the productivity, per acre 
in Japan is much higher than in India due to the application of 
intensive methods there is not such a big deficit in food there. Yield 
per acre in India is almost the lowest in the world. The following 

table makes this point clear. 

CO MPARATIVE YIELD IN LB. PER ACRE OF CERTAIN CROPSi 


Egypt 

Germany 

Ittfly 

Japan 

U S. A. 
Jl.v *, 
China 
India 


Wheat 

Rice 

1,918 

2,998 

2,017 

• • • 

1,383 

4,668 

1,713 

3,444 

812 

2,186 

• • • 

939 

2,433 

660 

1.240 


Maize Sugarcane 


1,891 

70,302 

2,828 

• • • 

2,079 

» • • 

1,392 

47,634 

1,679 

43,270 

• • • 

113,670 

1,284 

• • • 

803 

34,944 


Cotton 

Tobacoo 

636 

• • • 

• • • 

2,127 

170 

1,139 

196 

1,666 

268 

8S2 

• • • 

• • • 

204 

1,286 

89 

987 


The case of Japan is very instructive for India. It is a country 
of small cultivators who, like Indian peasants, use very few modem 
mechanical methods. The problem of irrigation, however, is not 
so difficult there as is the case in India. Japan demonstrates what 
can be 'lone, even with meagre resources, by a peasant on a small 
area of land. The high yield per acre in countries like the U. 8. A., 
Canada and Australia is obtained by large-scale agriculture earned 
on over holdings running into hundreds of acres, by modern machinos 
and scientific methods of cultivation. This high productivity per 
acre also implies high productivity per man. High productivity per 

acre obtained by the labour of a large number of persons, may co¬ 
exist, as in Japan, with acute poverty of the cultivators. Bufc W^en 
the nopu'ation lacks alternative productive avenues of employment 
as in India, it is better t o aim at high produotivity per even 

^ League 'of Nations’ Statistical Year Book 1933-34. Table 19-47. 



75 


A GENERAL SURVEY OF AGRICULTURE 


though it involves engaging a large number of workers. So long 
iu 3 the pressure of population on land remains what it is, intensive 
methods of cultivation should involve less expenditure of land and 
capital and more of labour. 

The great possibilities of intensive farming in India will be 
realised from the following quotation from a note by Sir MaoDougall 
to the Central Banking Enquiry Committee : “If the output per 
acre in terms of wheat were raised to that of France,” wrote Sir 
MaoDougall, “the wealth of the country would be raised by 
£699,000,000 a year. If the output were in terms of English produc¬ 
tion it would be raised by £ 1,0JO,000,000. In terms of Danish wheat 
production, the increased wealth to India would be £1,500,000,000 
per year.” 1 

The yield is not only low but there are wide variations in India 
itself. For instance in 1940-41 yield of rice per acre varied from 
over 1,000 lb. in Madras to just over 500 1b. in Bihar; of wheat 
from 821 lb. in Bihar to 385 lb. in Bombay ; and sugarcane from 
6,706. lb. in Madras to 1,918 lb. in the Punjab and cotton from 
182 lb. in the Punjab to only 60 lb. in Orissa. 

These differences may be accounted for partly by natural faotors 
and partly by the low standard of cultivation in baokward regions. 

15. Causes and Remedies of Low Yield. The best way to 
oure a disease is to End out its various causes. The causes of low 
yield are the same as the oauses of backwardness of Indian agricul¬ 
ture. Anything that leads to agricultural improvement will auto¬ 
matically lead to higher productivity per man as well as per aore. 
Broadly speaking, anything that handicaps the cultivator in the 
exploitation of land is responsible for the low productivity of Indian 
agriculture. The main causes of low yield in India are : sub-division 
and fragmentation of holding, inferior seed, primitive methods of 
cultivation, obsolete implements, inadequate manuring and irriga- 
tion, unseasonable rainfall, lack of capital and adequate marketing 
facilities, defective physical and chemical properties of the soil, 
pressure of population on land, poverty, ill-health, ignorance and 
conservatism of the peasant, and his indebtedness, and defective 
systems of land tenure. 

-I Eaoh of these subjects will claim our attention in the following 
ohaptora. We shall make a close study of the problems of Soils 
Holdings, Land Tenures, Methods of Cultivation and Equipment' 
Irrigation and Famines. Generally speaking, however, the yield per 
aore may be improved in the following ways :— 

(») Better rotation of crops. 

(»») Greater specialization of oropping according to the quali- 
J ties of the soils in different localities, 

i (Hi) Sowing of improved and selected seed. 

(iv) Better manuring, better cultivation, regular and sufficient 
water supply. 





port, Central Baakiag Inquiry Co.amiooeia, App., p. 701. 


76 INDIAN ECONOMICS 

(v) Reduction in the damage caused by man and beast, dis¬ 
eases and pests. «4 

As regards the rotation of crops, unless the size of his holding is 
considerably enlarged, the Indian peasant has very little to learn 
from the expert. The accumulated experience of ages has taugbt 
him what crops should follow each other to give best results. 

Too much specialization of cropping in distinct localities is not 
desirable. A variety of crops grown by the same village serves as 
an insurance against price changes and unfavourable seasons. 
Reasonable specialization in the case of certain staples like cotton, 
wheat and oilseeds, however, can improve the yield. 

As regards selection and improvement of seed, the efforts of the 
Departments of Agriculture, Provincial and Central, have achieved 
very striking results in this connection. Improved varieties of 
wheat, cotton, sugarcane, etc., have considerably increased produc¬ 
tivity per acre where they are sown. There are further possibilities 
in this connection. 

Better nutrition of pi mts involves better methods of cultivation, 
application of necessary quantities of manure and proper irrigation- 
al facilities where rainfall is not adequate. Much has been done in 
this connection too, though much still remains to be done. Canal 
irrigation has been extended. The Agricultural, Co-operative and 
Rural Reconstruction Departments have been impressing on the cul¬ 
tivator the importance of conserving the manure that he wastes 
and bums. Lack of fuel facilities have, however, stood in the way. 
Better implements, suited to the small pocket and the small holding 
of the cultivator, have been evolved by the Agricultural Depart¬ 
ments, though they have not been widely taken up due to the lack 
of capital resources of the average peasant. Utilization of the 
oo-operative principle in this connection can work wonders. 

Finally, the problem of fencing against man and beast can be 
simplified, like so many other problems connected with cultivation 
by consolidation of holdings. The movement towards consolidation 
should be accelerated by propaganda, persuasion and where neoessary 
by the force of law. The problem of the small unit of cultivation 
could be finally solved by the introduction of a system of joint 
management. As regards pests and diseases, the Agricultural De¬ 
partments have done useful work in the investigation of the nature 
of such diseases and in suggesting methods of their control. 
These ideas require greater propagation. For these remedies to 
yield maximum results, a programme of general and agricultural 
education is necessary to prepare the peasant to receive new ideas. 
In the meantime, however, all efforts at improvement should 

continue. 

Most of the above mentioned remedies will, however, he useless 
till economio holdings have been created by consolidation or other- 
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wise, and maintained permanently a9 such. Of course, the size of a 
holding will vary according to the nature of the soil and the techni¬ 
que and equipment available in the region* The Zamindari system 
should be abolished as quickly as possible and the lands acquired by 
the State. They should be spl't up into economic holdings and given 
to suoh tenants as will actually cultivate them and not sub-let them. 
Morcellement of suoh holdings should be forbidden by law . 

Besides, cultivable waste lands amounting to 140 million acres 
in the provinces and States of the Dominion oi India should be 
brought under cultivation and their cultivation organized on a co¬ 
operative basis. This co-operative farming should include all 
branches of agricultural work. Private ownership of land should be 
permitted in these co-operatives but working should be in common 
and the distribution of produce should be in accordance with the 
contribution made by each member in respect of labour, implements 
cattle. 1 As Dr. R. K. Mukerjee says : ‘Collective farming 

t • n • ° 


a 


(kolhozes) of the type of Russia are not suited to ndia for various 

_ 99 


reasons 
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^ N.P.C. Report on Land Policy and Agriculture. 


CHAPTER VI 

SYSTEMS OF LAND TENURE 

I. Introduction. We have already studied the distribution 
and nature of crops grown in India. Before we pass on to the 
consideration of the character of holdings and the equipment availa¬ 
ble for their exploitation it is necessary to have some idea of the 
legal position of the cultivator with respect to his land. This is 
the subject of Land Tenures. We shall find out the rights of the 
cultivator in the land he cultivates ? e.g., rights of ownership, trans¬ 
fer by sale or mortgage, etc., and how far these rights are recogniz¬ 
ed by law or custom. 

The importance of the study of Land Tenures is twofold: 
Firstly, it is necessary, from the point of view of the State, to looate 
the ownership of^i particular piece of land, beoause it is the owner 
from whom the State has to claim the land revenue. Secondly, the 
reperoussions of the system of land tenure are very far-reaching on 
the productivity of land and the general agricultural progress. For 
instance, an owner-cultivator will exploit his land with muoh 
greater zeal and will be muoh more anxious to introduce permanent 
improvements into it, than a tenant who has to share the fruit of 
his labour with a landlord. For agricultural advancement, for 
peaoe and contentment, a just and stable system of land tenure is a 
very necessary condition. The be9t system is one which, on the 
one hand, enoouragea the greatest production of wealth from the 
soil, and on the other, ensures the welfare of those who work 
on it. 

2- The Cultivator in Relation to Land. A cultivator may 
stand in legal relationship to his land in any of the following oapa- 

oities : — 

(») He may work as a tenant to the State. The ownership of 
land may vest in the State and the cultivator may have direct 
relationship with the State paying the latter a specified rent. The 
State oan, in this oase, legitimately claim as revenue from land its 
true eoonomio rent. Suoh a system is oalled State Landlordism. 
This system is the aim of socialism, though it may partially exist 
in oapitalistio societies as well. 

(•«) The cultivator may himself possess rights of ownership in 
the land. These rights may be of varying degrees. The ownership 
may be absolute—conditional on the payment of land revenue— 
or it may be relative, exeroised under limitations imposed by law or 
custom in the interests of some other parties. The right of owner¬ 
ship is oomplete for all practical purposes if the owner oan sell, 
mortgage, or pass on land to his descendants. When a oultivator 
himselL along with his family, cultivates his land the system is 
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called Peasant Proprietorship . A peasant proprietor pays no rent 
to anyone, but has to pay the land revenue claimed by the State. 
This system is regarded by some as the best system of land tenure. 
“The magic of private property,* * said Arthur Young, “turns sand 
into gold.” The system breeds an independent, self-reliant and 
contented peasantry. It is common in the Punjab but is handi* 
capped by too small and fragmented holdings. 

(Hi) The cultivator may be the tenant of a private landlord . 
This may take several forms, depending on the nature of the land¬ 
lord’s and of the tenant’s rights in land. Thus (a) the landlord 
may ha ve full proprietary rights paying land revenue to the State 
fixed by Permanent or Temporary Settlement or he (6) may be a 
mere rent rece'ver whose rent is fixed by custom or law and cannot 
be changed except under specified conditions. 

As regards the tenant (a) he may be an occupancy tenant who 
cannot be ejected from his holding as long as he pays the fixed rent 
which cannot be increased except under given conditions. Or 

(6) he may be a tenant-at-will. It means that the land¬ 
lord can eject the tenant whenever he likes and can charge from 
him as much rent as he can squeeze out. This leads to a floating 
tenant population and rack-renting, especially where demand for 
land is acute, as in India. Or 

(c) he may be a sub-tenant or the tenant of a tenant. ** This 
happens when the tenant does not himself cultivate the land but 
sub-lets it and lives on the difference between the rent he pays to his 
landlord and what he charges from his sub-tenant. The sub-tenant 
may again sub-let a part or the wjiole of the land and the process 
may continue indefinitely. “In one estate in Bakarganj,” wrote the 
« Bengal Banking Enquiry Committee, “there are as many as thirty 
intermediate tenures (between the proprietor and the cultivator) 
one under another. This process of sub-infeudation 9 as it is 
called, is mostly found in Bengal and other permanently settled 
areas, where the small demand of the State has left a large margin 
of economic rent to be divided among parasites. Such a system 
is the worst from the point of view of agricultural progress, 
and recent tenancy legislation aims at discouraging it. 

When the landlord becomes a mere rent receiver, or an absentee 
landlord, and the tenant has no stake in the land, the cultivating 
population degenerates into agricultural labourers with no interest 
in the land they cultivate. Such a situation is full of potentialities 
for political upheavals and must not exist. In a good system of 
land tenure there are no intermediaries between the State and the 
actual cultivator of land, 

' V «1 r 

3. Systems of Land Tenure. In the light of the above it will 
be easy to understand the main systems of land tenure prevailing 
in India. Baden Powell, one of the authorities on thiB subject. 
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gives in the following table 1 the various interests that may inter- 
ve ne between the cultivator and the Government :— 


One interest. 

1. The 
Government 

is the sole 
proprietor, 
i.e., State 

Landlordism • 


Two interests* 
1. The Gov- 
eminent* 
2, The ryot or 
occupant 
with a defined 
title (oot a 
tenant) as in 
Madras* Bombay 
Berar, i.e. 
Ryotwari system 
etc. 


Three interests* 
1* The Gov¬ 
ernment* 

2. A landlord 
(Zamindar, 
talukdar, or a 
joint village 
body regarded 
as a whole). 

3* The actual 
cultivating 
holders, 
individual co- 
sharers, etc., ' 
i.e., Zamindari 
system. 


Four interests. 

1. The Gov- 1. The Gov¬ 
ernment. eminent. 

2. Landlord 2. An over- 

3. Sub-proprietor lord. 

or tenure holders. 3. A pro- 
4* The ryot or prietor 

actual cul- landlord 

tivators. usually a vil¬ 
lage body. 

4* The actu¬ 
al cultivatin' 
holders, indi¬ 
vidual co- 
sharers, etc., 
i.e , Mahal - 


wari system . 

Leaving aside State Landlordism,^whloh is of minor importance, 
there are thus three main types of Land Tenure in this country : 
Ryotwari, Mahalwari and Zamindari. 

According to the figures of 1937-38, the area under the three 
main types of land tenures was distributed as follows : 


Kind of Tenure. 

Area in 

1 acres 

Percentage 
of total 

Main Provinces where 
found 

Byotwari 

► 

183 

36% 

Madras, Bombay, Sind 
Assam & C. P 

Zamindari (Permanent 
Settlement) 

130 

. 

25% 

Bengal, Bihar, Madras. 

Zamindari and Mahal* . 
wari (Tern eorary 
Settlement) 

199 

39% 

- 1 C.P., Punjab, U ? 


We shall now discuss eaoh of these systems separately. 

4- Ryotwari Tenure. This system was first introduced in 
Madras in 1792. Later it was extended to Bombay. In the 
Madras Administration Report for 1855-56 the Ryotwari system 
is explained as follows : “Under the Ryotwari system every register¬ 
ed holder of land is recognized as its proprietor and pays direct to 
Government. He is at liberty to sub-let his property, or to transfer 
it by gift, sale or mortage. He oannot be ejected by Government 
so long as he pays the fixed assessment and has the option annually 
of increasing or diminishing bis holding or of entirely abandoning 
it.’’ 2 In the Punjab colonies also the system of tenure is similar. 
“In the great oanal oolonies,’’ says Calvert, “every single grantee Or 


1. Land Revenue and British India , p. 129. 

2* Baden Powell —Land System of British India , Vol. I.,p. 2 5. 
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purchaser holds directly and individually under the State from which 
he has derived his rights, and each is bound by his separate agree¬ 
ment to pay land revenue. This approaches to the ryotwari system 
of Bombay and Madras, except that the areas here are larger.” 1 

Some writers think that under the ryotwari system the State is 
the landlord. This is for three reasons : (a) The State oan resume 

the land if the cultivator does not pay the land revenue ; (b) the 
waste land belongs to the State ; (c) the cultivator has the option of 
leaving the land if he does not think it worth his while. 

To this may be replied as below : 

(a) Ownership is never absolute. All property held by a citizen 
is held conditionally on the payment of the tax due on it. The 
State can resume any land if its demand on it is not paid. 

(b) The waste land may belong to the State, but this is no 
argument for the State ownership of the cultivated area. The 
proprierary rights have been conferred in the case of the latter 
and not in the case of the former, until it is also brought under 
cultivation. Under the Punjab Mahalwari system, however, the 
proprietary rights in the common waste of the village vest in the 
village proprietors collectively until it is partitioned. 

(c) That the cultivator was given the option to leave the land 
if he thought it not worth the revenue assessed, also does not prove 
that the State regarded itself as landlord. This option was given 
not to preserve any proprietary right of the State, but in order 
to induce the cultivator to undertake the cultivation of land at a 
time when proprietary rights in land were not much valued. It was 
to assure the cultivator that he was not going to be forced to culti¬ 
vate the land, that it was his free will whether to cultivate it or not. 

We conclude therefore with Kale, that the so-called “occupant” 
of “Government land” in Bombay (and Madras) “is as much a 
proprietor of his land as his brother, the zamindar of Bengal, the 
only difference being, that in the case of the latter, the land tax is 

pemanently fixed, whereas in the case of the former, it is liable to 
periodical enhancement.*’ 2 

The main advantage claimed for this system is that it brings 
the cultivator in direct relation with the Government. There are 
no intermediaries as are found under the Zamindari system. On 
account of sub-letting of land by the occupier, however, this 
advantage has tended to disappear though conditions are not as 
bad in this respect as under the Zamindari system. 

The system, however, is defective as regards the method of 
assessment of land revenue. It leaves a great deal to the discretion 
of the Settlement Officer fixing the revenue charge. Much of this 
estimate is based on mere guess work. Another defect of the 
system is that the in dividual assessment of every holder has^destroy- 

l. Calvert— Wealth and Welfare of the Punjab, p. 179.J, 1 

Kale Indian Economics, Vol. II, P. 781. 
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ed the collective basis of village life and has thus led to the decay 
of the village community. 

5 The Mahalwari Tenure This system was first adopted 
in Agra and Oudh and was later extended to the Punjab. Its 
principles were laid down in Regulation IX of 1833 Under the 
Mahalwari or Joint Village Conmunity system land is held jointly 
by co sharing bodies of viHage communities, the members of whioh 
are treated as jointly and severally liable for the land revenue. 
The most typical of such tenures is found in the East Punjab. 
“In the c !d settled districts of the North, Centre and East,” says 
Calvert, “the soil, but not always the minerals beneath it, is held 
in full proprietary r'ght, subject to the payment of revenue, by the 
village community in common. The State is supreme landlord and 
retains important rights of resumption for public purposes, or for 
serious crime or for failure to pay the revenue, or for refusal to 
accept the new demand for settlement, but these are so rarely used 
that the full rights of the village community is seldom disturbed 
and the rights of the State are apt to give way to the duties and 
responsibilities of a great landlord.” He adds a little further ‘ “if 
any owner abandons his land, it would be taken over by the proprie 
tary body. Both in law and in practice the rights of the villag- 
community are carefully preserved ; they are the owners of all the 
village “common” or sham.lat, with its trees, grass, etc., and they 
own the site of the village buildings.” 1 

Land in the joint villages may be shared in a variety of ways. 
Three kinds of villages may be noted : 


(i) Ancestral villages, where the owners descend from the same 
ancestor. The share of each here depends on his position on the 
genealogical tree. In some of these villages land is not divided but 
is held jointly like the property of a Hindu joint family, In others 
division takes place according to the ancestral share system 
( pathdari) and in still others division is partial, though on the 

ancestral system (imperfect pattidari). 

(ii) Non-ancestral villages; in which sharing takes place under 

the customary or bhaichara principles. This sharing may take 
place in various ways—in equal lots ; according to the number of 
ploughs owned ; according to share in water or in wells, lhe land, 

however, is still rega-ded as jointly owned. 

(itO Villages in which existing holdings are recognised as they 

are and there are no definite rules for sharing. 

The rules of sharing in each case are the result of how these 
joint villages originated. They were formed in one of the following 


three ways :— 

(i) Ancestral villages were formed by 
common ancestor who may have been a 
revenue farmer or a ruling chief reduced 


the descendants of a 
founder, a grantee, a 
to the position of a 


landlord. _ 

-TrUWl/i anTWelfare o/ the Punjab, pp. l#9-70. 


SYSTEMS OF LAND TENURE 


83 


(ii) The owners may belong to an immigrating or conquering 
class with land allotted according to their customary methods. 

(Hi) The owners may have been a group of people who colonis¬ 
ed the place and established cultivation on the joint stock principle. 

In a typical joint village the owners are themselves the culti¬ 
vators—peasant proprietors. In some cases, however, land may 
be cultivated by tenants who pay re it bo the owners either in cash 
or in kind (batai system). In some cases a comparatively large 
owner gives a part of his land to tenants to cultivate and works 
the rest himself ; in others a small holder supplements his holding 
by getting some land on rent. The best results from the point of 
view of good cultivation are obtained, however, when a peasant 
proprietor possesses just enough land which he can himself econo¬ 
mically cultivate with the help of his family and perhaps a 
few hired labourers. This is perhaps an ideal system under present 
conditions in India. The peasant proprietorship system dominates 
in the Punjab, though the holdings are often not as large as they 
should be. 

In the case of some joint villages (e.j , in Agra and Oudh) 
certain overlords have arisen (Talukdars) and original proprietary 
rights have degenerated into sub-proprietary rights or tenant 
rights. In the C.P. the basis of settlements is the same as in the 
Mahalwari system of Agra. The significant difference is that the 
State has recognised Malguzars as heads of villages. These were 
old revenue farmers under the Mahrattas, who have been given 
proprietary rights as a “gift” by the government. As a result the 
ol village community has broken up and the original intention to 
keep the joint character of the village has not been realised. 

6. Zamindari Tenure. Under this system one or more 
persons own a village or villages and are responsible for the pay¬ 
ment of revenue on the whole estate. Such villages are typical 
in Bengal. They also exist in Agra and Oudh where they have 
talukdars, but they are exceptional in the Punjab. The Malguzars 
of C.P. are not landlords in the Bengal sense. A variety of land¬ 
lord estates are found in Bombay. In Madras also there are some 
big zamindars of the Bengal type. 

Fitom the point of view of the period of land revenue settle¬ 
ment^ the Zamindari system is of two types. The Permanently 
Settled;Estates System under which the land revenue demand is 
fixed in perpetuity as in Bengal and parts of Madras, and the 
Temporarily Settled Estates System in which land revenue charge 
is revised periodically, usually after 30 to 40 years. 

The proprietary rights of the zamindars developed gradually. 
Originally lands belonged to those persons who or whose ancestors 
had cleared them. The rulers levied a tax on them. Daring times 
of political insecurity and foreign invasions the original proprietors 
were dispossessed by the cmquerocs ani reduojd to the status of 
tenants. In some oases these conquerors were in their turn 
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expropriated by new wares of invaders. Many of the present 

landlords have desoended from revenue farmers or princes reduoed 

to the status of landlords. The proprietary rights of all these 

were later reoogmzed by the Government in return for revenue 
payment. 

As a rule the owners of these big estates do not cultivate them 
themselves. Tenants oultivate them. But between the tenant 
cultivator and the landlord who is responsible for the payment of 
revenue to the Government, are found, in some'oases, what may be 
ealled sub-proprietors. These are oallpd by various names : 

(t) Tenure-holders of Bengil. They poisass the privilege of 

“permanent, heritable and transferaole tenure held at fixed pay¬ 
ment.” The Act of 1885 recognized all those as tenure-holders 
who owned one hundred oighas of land under the z amindar. 

(ti) Pattidara. They are also found in Bengal. They were 
given permanent managing lease of a pirt of the estate by 
zamindars who found their estates too big to manage alone. 
Pattidars in their turn created tenants, called ditputlidors , who had 
similar privileges and shared revenue responsibilities. The Bengal 
Regulation of 1819 recognized such sub-proprietary rights. 

(Hi) Malguzara were artificially creatod in C.P. to fix the revenue 
responsibility on one person as in Upper India. This necessitated 
the recognition of sub-proprietary rights for the earlier proprietary 
landlord body. 

(iw) In Oudh some village proprietors were able to preserve 
their independent management, subject to the payment of rent to 
talukdars. Their sub-proprietary righte have been recognized by 
a separate settlement which fixes the rent payable to the talukdar, 
who in his turn pays revenue to the Government. The sub-pro¬ 
prietors may themselves cultivate the lands or have tenants, 

7. Merits and Defects of Zamindari Tenure. The Zamindari 
system is the produ ,t of British rule. It was introduced on the 
analogy of the British land system. The revenue farmers whose 
duty was merely to colleot land revenue were given proprietary 
rights in the lands under their jurisdiction. This was partly due to 
ignorance of Indian conditions and partly for convenience of col¬ 
lecting revenue. The revenue was fixed in perpetuity in earlier 
settlements. Later the polioy of permanent settlement was giren up 
even where landed estates were recognized. 

The chief interest of the East India Company was in getting 
maximum revenue and ensuring its collection and not in the culti¬ 
vator of the soil. According to some, the Company wanted to oreate 
interests whose fortunes were bound up with the stability of the 
British rule in India and strengthen the alien power. More sym- 
athetio critics attribute this polioy to the British desire to oreate 
“ rs of the people in the oOuotey-side. 


pate 

lead 
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Whatever be its original intentions, the system has not realised 
any of them. Combined with permanent settlement it has robbed the 
State of its legitimate share of the increasing net profits from land. 
Probably it did strengthen the foundations of alien rule, but this 
consideration is out of date now when that rule has already ended. 
From the point of view of India it was never a merit. As regards 

the creation of natural leaders of people, landlords as a class have 
been most unprogressive. 

Apart from not having realised the intentions of the creators of 
the system, the Zamindari tenure has proved positively harmful to 
the interest of cultivators and the ag'icultural progress of the 
coimtry at large. The cultivators have suffered from oppressive 
rack-renting and lack of security of tenure. Agriculture has suffer 
ed for want ef the interest of landlords. They have been concerned 
with merely squeezing the maximum rent from the tiller of the soil 
without contributing anything to agricultural progress. The culti 
vators on the other hand have had no incentive to improve the 
land and to introduce more scientific methods of agriculture Fre 
quent enhancement of rent and the constant fear of ejeotment haw 
disoouraged all enterprise on their part. 

The unprogressiveness of the Indian Zamindar—who is invar! 

ably an absentee landlord—has been universally recognized In thi 

words of the Bengal Land Revenue Commission of,1940, theabsentee 

landlord has become an incubus on the working agricultural popu 

lation, which finds no justification in the performance of Tnv 

material service, so far as agricultural improvements are concerned 7 

and fails to provide for any effective means for the development of 
the resources of the land.” 1 °''« U pment of 

In their replies 8 to the questionnaire issued bv the 1 

F.m.„e Enquiry (IMS) the various Provfuoial Qo v "?n 

Orissa Government wrote : ‘ The Zamindars in general whether 
of permanently settled estates, or temporarily settled estates nni 
oifiy do not introduce any improvement to get tetter yield or 2 

mty for realization of enhanced rent or other dues frnm " 
tenants.” The Bihar Government observed : ‘‘the landfoM h 

The Assam Government replied : “ While rvotwari tenure inrWu 

P w° du .° j 0n .’ the °PP oslfce is the case in Zamindari a-en 

“j* short of abolishi/g thi, o„: m oU .; ^ 0 to VtLr D ’or ity 
wJ! give full results." The Madras Board of rTto“o also th^ 
the Zamindari system is defeotivo." Aooording to the Dh2£ ht 
of Agnoulture, Madras, if it is replaoed by the 8 ryot^rl^ J 

la Bengal Land Revenue Commission Report, p, 37"*--- 

44 9Jit. **** Famia@ Oomomsion Final Report, Appendix II. pp 
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“there is no doubt that there will be'an improvement in airrigatien 
facilities, the maintenance of records of rights, the estblishraer.t 
of co-operative societies and extension of the activities of the 
Agricultural Department.” The reply from the Punjab also 
condemned the absentee landlord. “The landlord has not taken to 
meohanical farming and still looks to Government for a lead.” 

8. Defects of Tenancy Cultivation. Landlordism involves ten- 
anoy cultivation. It is recognized that such cultivation tends to be 
much less efficient than cultivation by peasant proprietors. “Give 
a man the secure possession of a bleak rock,” wrote Arthur Young, 
“and he will turn it into a garden ; give him a nine years’ lease 

of a garden and he will convert it into a desert.” In Denmark it 
was found that tenancy led to indifferent cultivation. Speakinig 
about tenants in the Punjab, Calvert wrote : “They generally take 
less care in preparing the crops, plough it less often, manure it less 
and use fewer implements upon it than owners. They grow less 
valuable crops, especially avoiding those requiring the sinking of 
capital in the land ; they make little or no effort of improving their 
fields ; they often keep £ lower type of cattle ; they avoid peren¬ 
nials and bestow no care on trees.” 1 


Where the tenant pays rent in kind, as under the batai or 
Metayer system, the results are still more unfavourable. The 
batai system of the Punjab, under .which the customary rent is 
one-half of the gross produce, is not conducive to good agriculture. 

“ When the cultivator,” says Marshall, “has to give to his landlord 
half of the return to each dose of capital and labour that he applies 
to the land, it will not be to his interest to apply any dose the total 
return from which is less than twice enough to reward him. 
Batai rents are sometimes justified on the ground that they secure 
automatic adjustment of rent to prices, and bring about good 
relations between the tenants and landlords. “But these advantages 

are purchased at too high a price. 3 

Tenancy, however, is not to be always condemned. “ The best 
agriculture in the world is carried on under the tenancy system^ 
lEnaland) ” This is because “an English landlord is his tenants 
heat friend and spends fully one third of his rental back on the land 
and its needs; most Punjab landlords levy double the rent an English 
landlord would do and spend practically nothing back on the land. 

It is not, therefore, merely the system of land tenure which is 
the deciding factor. The character of the tenant and landlord 
matter much. When the tenant is easily ejected or no compensa¬ 
tion is paid for the improvement which he might have brought 
about and the landlord is merely interested in receiving his rent, 

j Calvert— Wealth and Welfare of the Punjab . pp. 206-7. 

9 Marshall — Principles of Economics, 1933 ed, p. 644 3 Covert—-op. 
cit p 19.3* 4. Carvor — Pri•i^iples of Rural SconontioB, p. 1-6. 

6. Calvert— op. cit. 298. 
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cultivator is bound to be indifferent. But when the tenant 
enjoys security of occupation, and is eligible for compensa¬ 
tion for improvements made by him i nd when the landlord invests 
capital in the land, tenant farming can show'better results than any 
other system since the landlord’s capital resources are much greater 
than those of a small peasant proprietor. But if the choice is bet¬ 
ween a peasant proprietor and an absentee landlord, who is a mere 
parasite, the former is to be preferred. 

9. Reform of the Zamindari Tenure. It has been suggested by 
some authorities that the Zamindari system can be made to yield 
good results if its present defects are eliminated. For instance, in the 
view of the majority of the Bengal Famine Enquiry Commission the 
defects of the Zamindari system could be improved by making “the 
proprietor perform functions which are of substantially the same 
nature as those performed by the Revenue Department of Govern¬ 
ment in ryot wari areas and of no less public importance”. 1 In r his 
minute of Dissent, Sir Manilal Nanavati, a member of the Commis¬ 
sion, argued that it was impossible for the proprietors to perform 
suoh functions. 

10. Need for Tenancy Legislation. The tenancy problem does 
not arise when the owner of land himself cultivates the land. It 

arises only when he lets out the land to someone else. The problem 
emerged in permanently settled areas when the Government con¬ 
ferred proprietary rights in land on revenue farmers. The original 
holders were thus degraded to a subordinate position. In Oudh 
this problem arose due to political causes. After the Mutiny it was 
thought necessary to create Talukdars with a view to curbing the 
masses who had proved troublesome. In Agra early settlements 
were made with the so-called Zamindars without inquiry. Such 
Zamindars were interested in realising maximum rent and meeting 
the Government demand of revenue. Tbe actual cultivator was 
reduced to a mere tenant-at-will and his condition deteriorated. 
The evils tf absentee landlordism emerged and evictions and 
rack-renting became so common that the State had perforce to 
protect the tenant by legal measures. 

The same problem has emerged in Ryotwari areas, too, since 
suD-Jetting has become common. In some districts in the South 
the number of cultivating owners is actually less than of tenants! 
lhe tenant here is absolutely unprotected and has as poor a status 

pw km? j b ° arer ; „ The Bankin g Enquiry Commissions of the 
jab, Madras and Bombay speak about this trend in the increase 
enant cultivators at the expense of owner cultivators. 

J* 1 * s . 8 ® en the tenant needs protection of law not onlv in 
the Zammdan areas but also in Ryotwari areas. Let us discuss the 

h™ S J-w Vm ?' W1S6 ’ since thou g h common to all provinces, it 
has had different treatment in varifying conditions. 

ermanently Sett led Zamindari 

l. Report, op. cit. p. 281. 
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land revenue was 6xed here at high rates (9/10 of the rent) and was 
to be collected by the Zamindars accredited by the Government. 
Although Lord Cornwallis intended to protect the tenant it was not 
till 1869 that the Rent Act (the first tenancy law in India) was 
passed in Bengal. It was amended in 1885. It gave some protection 
to tenants who had held the same land for 12 years. They could 
not be ejected without the decree of a competent Court nor could 
their rent be increased at intervals of less than 6 years. In 1907 
the Act was further amended to guard against enhancement of rent 
by collusive compromises and to remove other defects brought to 
light by experience. In 1928 another Tenancy Act was passed 
according to which the tenant was given the right to transfer his 
holding on the payment of a fee and the landlord got the right of 
pre-emption. The Act further strengthened the under-royt In 
1938 , the Congress Ministry passed a Tenancy Act to abolish the 
illegal exactions and cesses charged by the landlord from the tenant 
and reduced the interest on arrears of rent to 6J%. The Act was 
further amended in 1939 and 1940 to prevent fraudulent practices 
in respect of enhancement of rent and to further protect mort¬ 
gagors These laws gave some protection to the occupanoy tenant 
and under-ryot, but the position of Bargadars (crop-sharing tenants) 
remained unrelieved. The Bengal Revenue Commission recommend¬ 
ed a grant of limited occupany rights to them and a , re ^ UC V 
the share of the produce given by them to the landlord from 

half Madras^ In Madras the tenants’ rights were protected by the 
Madras Estate Land Act of 1909 which replaced the Rent Recovery 
Act of 1865. Tenants cultivating the estate lands were give 
occupanoy rights and could not bo evioted so long as they paid pres 

d .'IffZl in 1939 but the Bill could not go through. In 
February 1947 a law was proposed to fix land rents according to 

Ryo ta^on permanently settled area, were to have the r.ght of 
occupancy which would be heritable and transferable. 

rnhar In Bibar the Act of 1934 made the imposition of 

heavy ’exactions iihe *-*•*££ ^har Tot aod 

In 1938 the f tr an 8 fer of his holding to the tenant, fixed 

?a^a of -tataent ”nt except on 

punishable with jail a landlords In the same year the 

asariassa'x of ^ 
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In these permanently settled areas the Gordian Knot has at 
last been cut by the abolition of Zamindaris. Of course it would 
take some years to complete payments of compensation to the 
Zamindar and put [into effect the complete scheme but the prinoi- 
pie has been conceded. 

11. Zamindari Areas Temporarily Settled. 17.-P. The 
Bengal Act of 1859 was also extended to Agra, giving right 
of occupancy to tenants occupying their land for 12 years 
or more continuously. The Agra Tenancy Act of 1901 provided 
that a change of holding or dispossession for less than a 
year should not be taken as a break. To encourage long leases, it 
was provided only leases of 7 years or more would work towards 
occupancy rights. In 1926 non-occupancy tenants also obtained 
life tenure and in return the landlord had his rights over sir or 
khud kasht land extended. In 1939 the Congress Ministry passed 
the U.P. Tenancy Act which conferred hereditary rights on tenants 
enjoying occupancy rights, restricted the grant of sir rights and 
limited the area to 50 acres. It further restricted rents to the 
rates existing between 1895-1905, and they could not be increased 
for 20 years. The rate of interest on arrears was reduced to 6J%, 
and ejections were disallowed, unless there was prolonged default. 
This legislation provides a fairly effective control against raok- 
renting in U. P. The principle of the abolition of Zamindari 
system has already been accepted in the U. P. 

C. P. In the C. P. the position of the tenants was always 
stronger than in other provinces. The Government at the time of 
settlement not only fixed the land revenue to be charged but also 
the rent the tenant had to pay. The rights of occupancy were 
heritable and transferable with pre-emption in favour of the 
landlord. In 1939 occupancy tenants were further given the right 
of transferring land by mortgage and sub-letting for 6 years. The 
landlord had the right of pre-emption. Sub-tenants could be 
declared occupancy tenants, if the land was continuously sub-let 
to them. Rack-renting was not a substantial menace in this 
province. 

Oritsa. It is a province of temporary settled estates. When the 
Congress Ministry came into power in 1938, they passed the Bihar 
Tenancy Act giving absolute right of transfer to the ryot of his 
holding making abwab punishable with imprisonment, reducing 
interest on all arrears of rent to 6£% and disallowing all increases 
in rent except when made on grounds of improvements made by 
landlords. This raised a storm of protest. 

12. 'Ryotwari ? Areas. [East Punjab and Bombay have 
the ryotwari system of land tenure. The combined Punjab had 
42% land under peasant proprietors. Of the rest, 8 % was held by 
ocoupancy tenants and 60% *by tenants-at-will. An ocoupanoy 
tenant is one who for two fgenerations has paid neither rent nor 
service to the proprietor but only a share of the Government 
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assessment. He enjoys extensive rights and can hold land so long 
as he pays rent fixed by the authorities. He can pass on land to 
his descendants on the same terms. The .only difference between 
him and the owner is that he has to pay a smaller sum. The 
owner is responsible for the payment of revenue bo the Government. 
The area with the tenants-at-will has been increasing. 

As a result of the partition of India all the Hindu-Sikh popu¬ 
lation migrated to East Punjab. They had left behind muoh 
larger area in West Punjab than available in East Punjab. Conse¬ 
quently full quota of land could not be given to the owners. In 
the first instance, records of holdings could not be secured. So to 
avoid wasting of the standing crops left by the Muslims, a tem¬ 
porary allotment of land was made in East Panjab in 1947. It 
has now been decided to make the permanent allotment on the 
following basis :— 

(1) To allot in full to every owner of 8 acres or less of land. 

(2) To make a proportionately less allotment to every owner 
of more than 8 acres of land. 

It may be mentioned that it is an excellent opportunity to 
compensate non-cultivating owners in the East Punjab in bearer 
bonds to be paid in the future and to create economic holdings 
which cannot be morcelled out at the death of the present holders. 
Colonies of peasants may be settled on a co-operative basis and 
their land cultivated with the help of Government tractors. 

'Bombay. Tenancy ha 9 been governed in Bombay by customary 
law. The need for legislation wa9, however, felt and the Congress 
Ministry took the first step to pass the Bombay Tenancy Act in 
1939. The Act came into force in some selected areas in 1941. 
The main provisions are as below : 

(a) A new class of tenants was oreated which was protected , 
from eviction provided they had held land for six years before 1938 

and had personally cultivated it during this period. 

(b) The security of tenure was subject to some conditions such 
as,(i) the landlord’s right to cultivate the land himselr or to use 
it for non-agricultural purposes, (ii) continued payment of rent by 
tenant and (iii) cultivating the land himself and not sub letting 
it. But if ejected the tenant was entitled to compensation tor tne 

improvements made by him. _ . . . 

(c) Procedure by which reasonable rent payable by a tenant 

was to be determined in the absence of an agreement was laid 


(d) Certain benefits were conferred on all classes of tenants. 
Maximum rates of rent could be fixed on some areas by Govern¬ 
ment Remissions of land revenue by Government had to be given 

to the tenant. Landlords were to be punished for unlawful exao- 

tions. Tenants were entitled to the trees planted y 

compensation for them if ejected. , f i eaB than ten 

years .' This was to enoourage tenants to improve the land. 
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13« Achievements of Tenancy Legislation. The main objects 
of tenancy legislation in India have bee i : (a) to put limitations 

on enhancement of rents ; (b) to prevent arbitrary ejeotments, (c) 
to confer occupancy rights on tenants ; (d) to restrict the right of 
distraint for arrears of rent, while granting exemptions in the case 
of attachment in respect of tools, seeds etc; (e) to provide for 
reduction or suspension of rent on the occasion of reduction or 
suspension of land revenue ; (f) to ensure compensation to the 
tenant for improvements made by him on the land ; and (g) to 
protect the tenant from various kinds of exactions and impositions 
like salami *, abwaba etc. 

It must be recognized that, generally speaking, the measures 
passed in the various provinces have succeeded in achieving many 
of these objects. These Acts have resulted in considerably curtailing 
the privileges of the landlord. But unfortunately the benefit has 
not always gone to the actual tiller of the soil. The occupancy 
tenant whose rights have been protected is not in many oases the 
actual cultivator. He has in his turn become a mere rent.receiver. 
The actual cultivator very often is a mere tenant-at-will working 
on the system of crop-sharing like the Bargadar of Bengal, 
Tenancy legislation does not take him into account. He is 
rack-rented as before and enjoys no security against arbitrary 
ejectments. 

The Bengal Famine Enquiry Commission found that three 
tendencies were common in respect of tenancy situation in various 
provinces. Firstly, a tendency towards the increase in the number 
of tenants as a consequence of expropriations of previous owners. 
Secondly, rack-renting of tenants, especially tenants-at-will, and 
thirdly, an increase in absentee ownership. 1 

The review of the tenanoy problem by the Bengal Famine 
Commission indicates that the proportion of land cultivated by 
non-occupancy tenants, though it varies in different parts of the 
country is quite substantial. As regards the terms on which the 
land is held by this class of tenants, “the crop-sharing system 
generally predominates and exists in all provinces.” As regards 
the efficiency of this system, the Commission opines : “It seems to 
US prima facie probable chat production must suffer where the 
tenure of the cultivator is insecure, and the incident of the 
rent so heavy as to leave the cultivator inadequate returns 
for his labour and enterprise.” The majority of the Com¬ 
mission, however, do not think that crop-sharing on half- 
and-half basis is always detrimental to the interest of the tenant 
and efficient cultivation when soil is good, holding is large and 
tenure secure. But such conditions are not commonly found. 

One member (Sir Manilal Nanavati) felt convinced that orop- 
sharing system is incompatible with efficiency of production and 

1. For aetails read the answers given oy various Provincial Government^ 
to the questionnaire issued by the Commission. Appendix II. dd 

445-448 of the Final Report. ppe uix u, pp. 
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favoured ita abolition 1 . Sir Nanavati suggested radical reform of 
the whole land system, without which our rural problem is incapable 
of solution. He believed in the abolition of the Zamindari system 
altogether—a problem we have already discussed. We are in complete 
agreement with Sir Nanavati in this matter. 

He further thinks : “The Zamindari institution is too obsolete 
to fit into any government organization. Any attempt to 
enforce such a measure would not only fail to benefit the people but 
would meet with friction and disharmony at every step and be a 
perpetual source of embarrassment to Government*\ 2 3 

According to Sir Nanavati, (i) it is impossible to convert the 
permanently-settled estates within thrir existing frame-work, into 
an efficient department of land revenua as in the Ryotwari areas 
and force tnem to perform the same functions by legislation. (2) 
The estate owner will not agree to the expenditure incurred for 
the resettling of the estate on the new basis for which there will 
be no return to him whatsoever. (3) Under modern conditions 
when the functions of the State are fast expanding it is unjustifiable 
for it to hand over the administration of the most pivotal depart¬ 
ment of the State {viz., the Land Revenue Department) with all its 
ramifications to a private agency. (4) The new soheme of land reform, 
rehabilitation and social reform intended for rural areas will not be 
adequately carried out under the aegis of a private agency. (5) The 
kisans for whose benefit apparently this scheme is adumbrated 
will not give their willing co-operation to the Zamindars bearing in 
mind the past history of their relations. (6) Finally in no part of 
the world has such an experiment been sucessfully tried. 8 

Sir Nanavati therefore f avoured the abolition of the Zamindari 
system not only in the permanently settled areas but also in the 
temporarily settled areas and substitution in its place of the Ryot¬ 
wari system, thus creating peasant proprietorships in plaoe of 
tenancies. The Sub-Committee of the N. P. C. in its report on 
land policy suggest that the ownership in all forms of natural 
wealth must belong to and vest absolutely in the people of India 
collectively.... ..No intermediary % parasites--Zamindars, Taluqdars, 
malguzars, etc.—should be recognized. All rights or privileges grant¬ 
ed to any of these classes should be bought out. Steps must forth¬ 
with be taken to consolidate all such forms of wealth into such 
standard units as can be most economically operated with a view 
to increase the aggregate net return and to minimize the amount 
of human effort involved in cultivating these. No subdivision ot 
agricultural land by any incident of inheritance, mortgaging, aliena¬ 
tion or device of share-holding corporation, should be permitted. 

14. Creation of Peasant-Proprietorship*. The principle of 
the abolition of Zamindari tenure in areas where the permanent 

1. ' Minute of Dissent by Sir Nanavati. Report, pp. 348-376. 

2 N.P.C. Report on Land, Policy and Agriculture, pp. 48-49. 

3. Minute of Dissent by 8ir M. Nanavati, pp. 366-307. 
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land revenue settlement was established, has been aocepted by the 
new constitution of India as well as by the Provincial Governments 
concerned. This involves the purchase of all proprietary rights by 
the State from the present landlords and conferring them on the 
actual cultivators of land, which means the creation of the system 
of Peasant Proprietorship. This system abolishes all parasitical 
intermediaries between the cultivator and the State and thus ensures 
full return to the agriculturist for his labour and investments. It 
creates a sturdy self-reliant and independent class of people who 
are the back-bone of the State. Production is stimulated and the 
agriculturist and his family put forth their best. There is thus 
greater scope for raising the Jiving standards of the rural people. 

But the peasant proprietorship has its weakness. Its dangers 
are specially great in a country like India in which the laws of 
inheritance envisage equal division of landed property among the 
heirs. This leads to small and fragmentary holdings which are 
uneconomical to work. The maximum area of a peasant holding 
should therefore be fixed and the working unit of land kept at an 
economic size. Further, the small holder should be provided with 
the equipment to carry on progressive agriculture. 

Recent land reforms in Europe have also been in the direction 
of creating peasant proprietorships. Even in Great Britain, the 
traditional home of landlordism and tenancy cultivation, the 
proportion of land worked by the owners rose from 10*6 per cent in 
1913 to 36 per cent in 1927. In France percentage of owner-cul¬ 
tivated area rose from 53% in 1892 to 60% in 1929. Many European 
countries now have peasant proprietorship as the dominant 
system of cultivation. Thus the percentage of the area cultivated 
directly by owners is 89% in Germany, 85% in Hungary, 80% in 
Switzerland, 90% in Czechoslovakia, 89% in Latvia, 72% in 
Estonia, 57% in Italy and 51% in the Netherlands. 

The .State in these countries has taken active steps to oreate 
and maintain economic peasant holdings. By buying up big estates 
and setting up small cultivators on them, by putting restrictions 
on the transfer of land, by creating non-attaohable farm properties, 
by prohibiting division of properties on succession and by reolai m- 
ing waste lands and releasing them for cultivators , x 

Dr.R. K. Mukerjee and Prof. Kale recommend the following 
measures of land policy in India 1 2 : — 

(1) All agricultural land should belong to the State, and 
should be divided into economic holdings, whose maximum area in 
different regions should be fixed after systematic enquiry. Under¬ 
sized holdings should be regrouped and amalgamated. 

(2) Economic holdings thus constituted should be protected 
against further sub-division by law. The system of preferred heir 

1, Nanavati and Aujaria —Indian Rural Problem, p. 324. 

2. N. P. O. Report, op. ©it. pp. 93-98. 
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prevalent in Qermany may be considered in this connection. All 
sub-infeudation should be prohibited and sub letting disallowed 
beyond two agricultural seasons. 

(3) In newly reclaimed areas acquired by the State for settling 
agricultural labourers, however, no new vested interests should be 
created and collective family cultivation system should be adopted 
in accordance with modern scientific methods. 


(4) Collective farms are unsuitable in India but co-operative 
organisations of the multi-purpose type deserve encouragement. 

15. Difficulties of Abolishing Zamindari* The Zamindari 
system is going. So far as India is concerned, there are two 
difficulties in the way. The financial difficulty is the most formid¬ 
able. The Land Revenue Commission, Bengal, estimated that on 
the basis of compensation at 15 times the net profit, the total 
compensation payable to holders of proprietary interests would 
come up to Rs. 137 crores. If raised by loan at 4% this debt 
would take 60 years to be discharged. Similar amounts will have 
to be paid by other provinces where the Zamindari system prevails. 
The Bengal Famine Commission therefore did not think that the 
abolition of the system could be carried out within a relatively 
short time without incurring financial commitments which might 
seriously restrict the resources of public borrowing available for 
other urgent schemes of development. 

Sir Manilal Nanavati in his Minute of Dissent did not agree 
with this view of the majority. According to him the financial diffi¬ 
culty was not insuperable. In the first place, money wa9 not to be 
paid all at once but over a period of from 20 to 30 years ; secondly, 
only a small portion (to pay off small landlords) of required funds 
would have to be borrowed. Most of the money would be available to 
the Government from the acquisition of proprietary rights. Accord¬ 
ing to his scheme, payments would be made by annuities out of the 
additional revenue from the resources acquired by the Government. 

Then there is the administrative aspect, especially in the case 
of permanently settled estates. The revision of record of rights is 
an essential preliminary. The settlement operations necessary 
mi^ht take some years but these difficulties are not insuperable and 

can be surmounted once the scheme is undertaken. 

16. Abolition of Zamindaris. The question of abolition of 
the permanent settlement and the Zamindari system has been 
exercising the mind of the people in India for a very long time. An 
expert commission (1938-40) reported on it in Bengal and recommend- 
ed^that the State should get rid of the landlords. To Bihar belongs 
the honour among Indian Provinces of being the first to take jpartual 

ratcTof 20 times the revenue assessment is-applicable to incomes up ibe 
Re 500 per annum, while the minimum rate of three times becomes 

nrores The Government w ould thua be owner of the land and be 

-- ’vi.V.C. Report on Und Policy and Agrioulture. 


W.F. 
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in direct relation with the cultivating tenant as in the Ryotwari 
areas. The changes planned to improve the methods of cultivation 
will follow in course of time. 

In Bengal, too, Land Acquisition and Tenancy Bill has been in¬ 
troduced in the Provincial Legislative Assembly. It seeks to purchase 
rights only in agricultural land. A minimum period of 10 years is 
estimated to be required to put the scheme into practice. The import¬ 
ant provisioi s relate to the working out of (a) the rate and method 
of payment of compensation, (b) arrears of rent and indebtedness of 
landlords and (c) tenancy regulation after State acquisition including 
restrictions on transferability, consolidation of holdings and pro¬ 
hibition of Booga system of tenancy under which the tenant is 
groanipg. 

Compensation is proposed to be payable on the basis of net 
income which will be determined by deducting due revenues, 
expense of maintenance of irrigation works and fair collection 
charges. The rate of compensation recommended by the Floud 
Commission varies between 8 to 15 times the net income and 
strikes a rough average of the time. Charitable trust properties will 
receive perpetual amenities equal to their net incomes. The Bill 
provides for scaling down of the debts of smaller zamindars and 
makes provision for collection of full arrears of rent due to them. 

The Bill also provides that there shall be only one class of ryot 
uith rights of occupancy under the Government as the sole landlord. 
Sub-letting is disallowed and sub-division restricted. The maxi¬ 
mum size of a holding is also fixed at 60 bighas or 5 bighas for eaoh 

member of a family, whichever is greater. Even though the ryot 

gets only lights of occupancy, yet for all practical purposes he will 
be a peasant proprietor. 

U* P. and Orissa have also accepted the principle of abolition. 
There is only a difference of opinion in regard to the scale and 
nature of compensation and its calculation. This is a mere 
matter of detail. The net result will be the disappearance of raok- 
renting at the hand of an obsolete, unwanted class of parasites. The 

benefit will be substantial if and when handioaps discussed above are 
remedied and i improvements taken in hand. 

In Madras, too, the Bill for the abolition of permanently settled 
estates has been passed by the Legislative Council. This will bring 
the entme province under the Ryotwari system. But it does not mean 
that the cultivator and his land are going to improve all of a sudden. 
As we have said above, certain reforms are necessary before this 
improvement can take place. For one thing the land revenue should 
be determined on a rational and scientific basis. Secondly, the 
cultivating ryot must have an economic holding, the morcelment of 
which should be prohibited by law. This will need a radical change 

i? f 'T ce8 T n ;„ , Itma y also be suggested that as far as 
possible cultivation should be carried on on a co-operative basis. 

K _.. . blUa fo . r abolition in Bihar and Madras having been passed 
Dy their respective legislatures have been sent up for the Governor- 

general s signature and confirmation which have not yet been given 
due to considerations of inflation and other reasons. * 8 
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THE UNIT OF CULTIVATION 

/ 

1 I 

1. Introduction. There are three essentials of progressive agri 
culture : (a) an economic unit of cultivation, {b) proper equipment 
and (c) incentive for effort. We have already discussed conditions 

of tenure which would induce the peasant to put his best efforts 
In cultivation. We saw that this wjis possible only if the plasant 
was certain of reaping the fruit of his labour. It was thus necessary 
to abolish all superior interests which appropriated the major por¬ 
tion of the profits of cultivation. Productivity is also determined 
by the character of the cultivation and the equipment in the way of 
tools, manures, water, etc., available to him. We shall consider this 
problem later. The unit of cultivation is of no less importance. Its 
size determines the character of equipment that can be usefully em¬ 
ployed by the cultivator. Even proprietary rights in land will not 
stimulate best efforts if the holding is of an uneconomic size. 

2. The Holding. Holdings map be viewed from the point of 

view of ownership and that of cultivation. The ownership-holding 
may be quite large in size but it may be distributed among a 
number of cultivators, thus making the unit of cultivation small. 
Conversely, a number of owners* holdings, each small in size, may 
te cultivated by>me tenant, thu6 making the cultivator's holding^ 
large. Sometimes the owner cultivates his own holding. He may, 
of course, let out a poition of holding or may take on rent some 
land from adjoining owners. From xhe point of view of agricultural 
efficiency, it is not the size of the ownership-holding, but that of the 
cultivation-holding, that matters most. It is seen that an average 
cultivator's holding in India is small in size and is split up into 
fragments scattered all over the village area. 


3. An Economic Holding. It is not easy to define an econo¬ 
mic holding. Its size would vary with circumstances but it should 
be such as to provide full continuous employment to a family and , 
a reasonable income to live in comfort. The size mainly depends 


on the following :— 

(a) The methods of cultivation. If meohanized methods are 
used, the size will be 200 aores or more. With primitive methods 
about 25 acres would be economic. 

(b) Crops rained. For the production of wheat the size of the 

holding has to be large to give best results. For vegetable aud Fruit 
production the size required will be comparatively small. ( 

(c) Thp vroiuctivity of the soil. When the soil is good & sran-ll 
area may be adequate to 'support a family in comfort. When the soil 
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is inferior or lacks proper irrigational facilities, a larger area would 
be necessary. For instance, 6 acres in the Jullundur district of the 
Punjab may give a higher standard of living to a family of five than, 
say, 15 acres in the Hissar district. 

(d) The organization of agriculture . For instance, if farming is 
carried on co* operatively by a number of families, a large-sized hold¬ 
ing will produce best results, while if it is carried on individually, a 
small size may be good enough. This is partly because under co¬ 
operative farming scientific methods can be profitably applied. 

The size of a family and the character of its equipment are 
important factors in determining the size of an economic holding. 
Such a holding varies in different parts of India according to the 
character of the soil, rainfall and other facilities for irrigation and 
marketing. 

Dr. H. Mann defines an economic holding as one whioh wil| 
“provide an average family with the minimum standard of life con¬ 
sidered satisfactory.” He puts the size of such a holding in a Deccan 
village at 20 acres. According to Keating, an eoonomio holding 
should allow a man a chance of producing sufficient to support him¬ 
self and his family in reasonable comfort after paying his necessary 
expenses. He puts such a holding in the Deccan at 40 to 50 acres 
of fair land in one block with at least one good irrigation well. 
According to Sir Vijayaraghavacharya, “from 4 to 6 acres is the 
minimum subsistence family holding.” Of course, the size, he agrees, 
will differ with differences in soil, productivity, water supply, crop- 
rotation and agricultural practice. 

4. TheS lze of an Indian Owner’s Holding* Whatever definition 
of an economic holding may be adopted, the large majority of the 
holdings in India, both cultivation and proprietary, are not of an 
economic size 1 . Mr. H. Calvert conducted an inquiry into the size 
and distribution of owners’ holdings in the Punjab and found that— 

(?) About 17*9 per cent of the owners* holdings are less than one 
acre and the area thus owned is only one per cent of the whole. 

(it) About 40*4 per cent of the owners own from one to less than 
five acres, the land involved being 11 per cent of the whole. 

(in) About 26*2 per cent of the owners possess from five to les 9 
than 15 acres, the land being 26*6 per cent of the whole. 

(iv) About 118 per cent own from 15 to less than 50 acres, the 
land being 35‘6 per cent of the whole. 

(t>) About 3*7 per cent possess 50 and more acres and own, at a 
rather rough estimate, 25*7 per cent of the land. 2 


“The average cultivated area per owner in the Punjab is befc- 
ween seven and eight acres. A more reoent enquiry carried out by 

- L “ The a ^ era 8 e ar(,a hold by sucl* right holder (in India) ie amall and 
there area very large number of such holdings under two or three an me ** 
Report of Agricultural Commission, p. 143. ® 0 e8 ’ 

2- Calvert—op. oit.-pp. 172-173. 
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the Board of Economic Enquiry, Punjab, in 1939, reveals a further 
deterioration in the size of the bolding. According to Calvert, 58*3% 
of the owners cultivated less than 5 acres of land. According to the 
second enquiry, this percentage bad risen to 63*7% while the land 
involved remained about the same. If 15 acres are an economic 
holding, as some people think, then 88% of the owners had less than 
this size in 1939. 

The holdings in other provinces hre still smaller. In Bengal 
46 per cent of the farmers have holdings below two acres rach, while 
another 21 per cent l ave two to four acres each. The average size 
varies from two to three acres in Madras to half an acre in Bihar 
and Orissa. In the United Provinces it is two and a half and in 
Assam it is barely three. 

5. Size of Cultivator’s Holding. As already noted, the size of 
cultivation is more significant than the size of ownership. Many of 
the holdings below one acre in the.Punjab, for instance, are cultiva- 
ed along with other areas. On the other hand, most of the large 
holdings are parcelled out by the owners to tenants, each cultivating 
a comparatively small area. 

Mr. Calvert’s enquiry into the size and distribution of cultiva¬ 
tors’ holdings in the Punjab found that— 

22 per cent of cultivators cultivated one acre or less each ; a 
further 33 per cent of cultivators cultivated from 1 to 5 acres each ; 
a further 31*9 per cent of cultivators cultivated from 5 to 15 acres 
each ; a further 12.6 per cent of cultivalors cultivated from 15 to 
50 acres each ; and only one per cent cultivated over 50 acres each. 

Comparing the results of his two inquiries Mr. Calvert conclud¬ 
es : “There appears to be about 500,000 ownerless cultivators, a 
real tenant class ; the number with one acre or less is disconcerting¬ 
ly great, numerous small owners in the 1 to 5-acre group have 
managed to get enough land on rent to take them out of this group 
into ' ne higher up ; once the 15-acre bolding is passed the number 
dwindles sharply. As the size of a holding considered cultivable by 
one yoke of oxen is about 14 acres, it is clear that very many have 
failed to increase their holding to this size, so that there is a real 
demand for land on rent—a fact which accounts for the high rents 
and the ability of the landlord to exact a fifty per cent share ins¬ 
tead of a reasonable cash rent 1 . Thus themajorty of the holdings 
in the Punjab are below the economic level. The size of holdings 
in the East Punjab is smaller than it was for undivided Punjab. 
Canal- irrigated lands in West Punjab where the holdings were 
comparatively larger have gone to Pakistan. Besides, the total land 
evacuated by non Muslims in West Punjab was 5*7 million against 
onlv 4-5 million acres evacuated by Muslims in the East Punjab. 
This is another reason for the smallness of the size of holdings in 

East Punjab. __ , _ _ 

1. Calvert— op. cit., p. 176. 
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The table below gives the number of cultivated acres per farmer 
and the average size of holdings in 19 31. The table reflects condi¬ 
tions among permanent right holders. The actual position is worse 
because many of the smallest cultivators cultivate extremely tiny 

fields. 

Province Acres cultivated Average size 

percultivator of holding in acres 


Bombay 

• • • 

16*8 

C. P. 

f99 

20.0 

Punjab 

• •• 

8*8 

Madras 

• •• 

5*9 

Bengal 

• • • 

3*9 

Assam 

• • • 

3*4 

U. P. 

• •• 

3*3 

Bihs r, Orissa 

• • • 

2*9 


11*7 

8*5 

7*2 

4*6 

2*4 

About 2*0 
6-0 

Between 4 and 5 


Compare with these figures the averages per cultivator relating 
to some other countries :— 

Belgium ... • •• & # 7 

France ... ••• 16*6 

Germany ... ... 19*25 

England ... ... 20*96 

U. S. A. ... ... 140*0 


In Japan and Egypt the average holding is about acres. 
In Japan, Belgium and Denmark small holdings are accompanied 
by highly intensive cultivation. In India holdings are small, but 
intensive methods are rarely used. Only in Bengal, Assam and 
the U.P. where rice is cultivated, intensive methods are used. It is 
possible here for the cultivator to support a family on his tiny 
holding. 


6. Fragmentation or Morcellement of Holdings. Sub-divi¬ 
sion of holdings means the small size of the total area held or culti¬ 
vated. Fragmentation implies the scattered character of this area 
into small pieces all over the village area. Though, usually fragmenta¬ 
tion of ownership also means fragmentation of cultivation, this need 
not be always the case A cultivator may take on rent a block of 
land consisting of several plots belonging t > different owners. On 
the other hand, a consolidated owner’s holding may be let on rent 


to different tenants in fragmented pieces. From the economic point 
of view, consolidation of cultivation is more important than console 
dation of ownership unless, however, the two coinoide. 


, Fragmentation is normally caused at the time of sub-division 
of prpperty among several owners -aach of whom wants to get a 
. portion of each of the ancestral pieces. Fragmentation of cultiva- 
,; tionis, therefore, the result of the fragmentation of ownership. A 
. .few examples will give some idea of the extent of fragmentation in 
India. : In the village of Pimp la Saudagar, Dr. Mann found that 
156 owners owned between them 729 plots, of which 463 were less 
than 1 acre each and 211 less than a quarter of an acre. In 
-Ratnagiri, the size of individual plots is . sometimes as small as 
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0*00025 of an acre. In the Punjab, too, some fields have been found 
which were a mile long and a few yards wide, and others so small 
that it was not possible to cultivate them. As in Bairampore, 
Punjab, Mr. Bhalla found that 34*4 per cent of the cultivators had 
over 25 fragments each. In Pimpla Saudagar 62 per cent of the 
plots were found to be less than one aore in area and in Jategaon 
there were 31 per cent of such plots. 1 

7. Causes of Sub-Division and Fragmentation. The main 
causes which have led to the small size of holding and of individual 
plots are given below. 

(♦) Growth of Population. As population grows, land gets 
divided among larger and larger numbers of people and the size 
of an average holding decreases. 

(ii) Laws of Inheritance. Both Hindu and Muslim laws of 
inheritance favour partition of landed property amongst the heirs. 
At the time of division, the heirs demand a piece from eaoh quality 
of land. Thus with sub-division of holdings comes fragmentation. 

(iii) Decay of handicrafts due to competition from machine- 
made goods, has increased pressure on land, especially when there 
has been no corresponding industrial development to take away 
the surplus population from land. 

( iv ) Attachment to landed property . In India there is great 
sentiment for land. It is a source of prestige and the landowner 
does not sell out his land easily. Everyone sticks to his little share 
of property which causes further sub-divsion and fragmentation. 

( v ) The advent of the British rule, by establishing peace and 
security and definite rights in land, has also encouraged money¬ 
lenders and other middle class people to invest in land. 

(vi) Agricultural indebtedness has also acted in the same 
direction. Frequent divisions of landed property have been caused 
by the chronic state of indebtedness of the peasantry. 

(riij Breakdown of the joint family system and the growth of 
the spirit of individualism have made joint farming an exception 
and partition the rule. 


The main cause, however, is the increase in population un¬ 
accompanied by adequate expansion of alternative avenues of 


employment 


8. Evils of Sub-Division and Fragmentation. The sub-divi¬ 
sion of holdings is sometimes justified on the ground that it gives 
equal chances to all the heirs of landed property and prevents the 
creation of a class of landless labourer and thus conduces to 
economic and social stability. Similarly, fragmentation of property 
is defended on the ground that it insures the cultivator against 
vagaries of seasons by enabling him to sow his crops on different 
soils. Moreover, it makes possible a more elaborate rotation of 


. Report of the Royal Commission on Agrioulture, pp. 13 4-135. 
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orop9. But the evils of gtm.ll and fragmentary holdings are muoh 
greater than any advantage that may accrue. 

Sub-division and fragmentation are wasteful and are a serious 
.obstacle in the way of agricultural improvement. 

In the first place, under such conditions even the poor equip¬ 
ment possessed by the cultivator oannot be used to the best 
advantage. 

Secondly, it makes improvements like wells, labour-saving 
devices, introduction of more valuable crops and large-scale produc¬ 
tion an impossibility. r 

Thirdly, the standing charges being the same on a small farm 

the oost of production per unit of produce is higher than on a large* 

farm. For instanoe, fencing charges per acre on a small and frag- 
mented holding are higher. 

Fourthly, initiative is discouraged due to difficulties of protec¬ 
tion of orops against man and animal. Independent well-digginv 
is not possible. ® 

Fifthly, muoh area is wasted in hedges and paths. 

Apart from these, fragmentation has some special evils There 
is considerable waste of time energy, produoe and manure when 
the plots he soatcered about over a big area. Some plots are so 

small that it is not worth while cultivating them and thus there is 
waste of land. Moreover disputes about boundaries, rights of passage 
for man, beast and water are a common feature of village life and 
oause waste of time, money and energy of the cultivator. 

9. Proposed Remedies. Various remedies have been proposed 
to meet the evils of sub-division and fragmentation. There are rem¬ 
edies which try to create economic holdings. Then there are sugees- 

tions for prevention of farther sub-division and fragmentation of 

holdings. These remedies are detailed below. 

, W Creation of Economic Holdings. This may be done either 

(a) by socialization of all land and then its cultivation on the nrin 

i*i P thi8 0 oh 0 a^) iVe farming aa in the U - S * S ' R - (to 1*6 explained later 

(b) Individual landed property may be pooled for the purpose 

°S the °°'®P 0ratir0 forming or joint management 

principle while keeping private property in land intact. We shall 

disouss these methods also presently. 

(c) In Italy money is advanced by the State and old mortgages 
taken over to promote economic holdings. Since the number of 
uneconomic holdiugs is very large and the sentiment in favour of 

ownership strong in India, this method will prove very expensive. 

„ » ( M ) Preservation of Economic Holdings. A further remedy is 
not to allow holdings that are eoonomio to beoome sub-divided into 
uneconomic ones. This may be done in several ways. 

(<*> By changing the laws of inheritance and substituting the 
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law of primogeniture by whioh landed property will pass on to the 
eldest son. This may create difficulties as vooitions will have to be 
found for the younger sons, which is difficult. This might lead to 
the oreation of a large landless olass. Moreover, Hindu and Muslim 
religious sentiment will be a big hurdle in the way of this change. 

(6) By making a holding indivisible after it has reached a cer¬ 
tain size to preserve its economic character (Impartible Holdings). 
Egypt has passed the Five Fedden Laws to do this. “ Although 
the land is nominally divided amongst the heirs, it is actually left 
in the hands of one to cultivate on behalf of the whole number or 
may be handed to trustees to manage for all.” 1 Mr. Keatinge 
suggested giving to the right-holder of an eoonomio holding, power 
to register it as sueh in his name, after which the holding became 
imnartible In faot, a Bill was drafted in Madras, which was to be 
aTerrSsstve measure, to put this scheme into feet A simUar BUI 
was introduced in the Bombay Legislature which aimed at stopping 
farther sub-division of holdings. But these measures met with 
bitter criticism and opposition and could not pass the Legislatures. 

Ic) The East Punjab Holdings Consolidation and Fragmentation 
Rill was passed in 1948 to enforoe compulsory consolidation of 
holdings and to avoid^fragmentation. This work was being done 
bv the Revenue and Co-operative Departments but it was too slow 

and lengtny. holdiag8 due to partition among co-sharers. 

“ Lathe Punjab canal colonies, sub-division was checked by restric- 

of SSa single he.r ; so far as right-holders are con- 

tlQ rl the policy has proved successful, but it has not served to 
oerned, the P°Zj vatio n or even sub-div.sion of cultivation.’ There 

Tno doubt, however, that restrictions on alienation have the effect 

° f ^Th^ittppearrthaT' prevention of sub-division and creation 
f economic holdings in India are fraught with many difficulties. 

The evil of fragmentation, however, can be met. 

10 . Omsolidation 

Apiculture 0, “from the evils that arise from fragmentation of right- 

tution-by exchange of laod-ol a oomp^ ^ of ^ holder 
^y te be d foried n into one plot only, or in a few plots of different 

^Thl work of oonsolidation was started first.in the Punjab « far 
back « 1920 21 Initially consolidation was ejected on an entirely 

: Agriculture Com nPaion Report, p. 138. 

\ Royal Commission on Agriculture Report, p. U6. ^ 
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voluntary basis through co operative societies. By 1943, there were 
1,807 such societies. The total area consolidated by them was 1*45 
million acres, out of the total cultivated area of thirty million 
acres. The Consolidation of Holdings Act, 1936, however, 
allowed compulsion to be used if a stubborn minority stood in the 
way. Under this Act work has been carried out in 376 villages and 
0*31 million acres have been consolidated. The work is in progress 
in 86 more villages. The main difficulty is to get the consent of % 
landholders which is necessary before compulsion can be applied. 

Consolidation of holdings has brought many advantages. 
Arable area has increased and so has its productivity. There is 
greater desire for improvement among the owners. Occasions for 
litigation have decreased. “It may, however, be pointed out that 
in the case of the Punjab, consolidation is facilitated by comparative 
homogeneity of soil and by simplicity of tenure. 1 According to the 
Floud Commission, two causes have favoured consolidation in the 
Punjab : (i) crops depend entirely on irrigation so that the peasant 
whose plots are consolidated is in a position to sink a well, and ( ii) 
there is very little sub-infeudation in the Punjab. 

The lead of the Punjab was followed by other provinces, notably 
U. P., C. P. and Berar, and among the States, Baroda. In 1939-40 
there were 182 Co-operative Consolidation Societies in the United 
Provinces and they had consolidated by that time 77,672 pucca 
bighas of land. A Consolidation of Holdings Act was passed in 1939 
under which consolidation is being carried on as in the Punjab, side 
by side with the work done by co-operative societies. The main 
difficulty is the dearth of trained officers and staff. In the C. P. 
consolidation has been in progress since 1920. Tbe work has been 
completed in 2,476 villages in the three districts of the Chhattis- 
garh division under the Central Provinces Consolidation of Holdings 
Act of 1928. Under this Act compulsions can be exercised on the 
rest if one half of the right-holders owning not less than £ of the 
occupied village area declare themselves in favour of consolidation. 
Tn Madras, in 1939-40 there were only 22 societies for consolidation. 
The Government of that Province has abandoned the experiment on 
the ground that so long as sub-division is not checked consolidation 
is bound to fail. In the Baroda State, useful work has been done by 
consolidation societies whose number in 1939-40 was 79. 

The Bombay Small Holdings Bill was introduced in the Legis¬ 
lative Council in 1927. Its object was to stop further sub division 
of holdings, to create “profitable holdings” and to promote consoli¬ 
dation. On account of strong opposition in the Council and outside 
the Bill had to be indefinitely postponed. No practical scheme of 
consolidation has been evolved in Bengal, Assam, Bihar and Orissa. 
The Floud Commission was of th^ view that although desirable, con¬ 
solidation would involve great practical difficulties. 

u The State action, ” wrote the Royal Commission on AgriouL 
ture “in favour of consolidation, where it is introduced under a per- 

1. Ibid, p. 139. ' “* 
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missive Act, should be taken in a guarded manner. Special areas 
should be selected for notification before any measure of compulsion 
is enforced. The State should undertake propaganda work, 
explore the actual situation and should also bear the cost in early 
stages.” 1 

Perhaps this policy of “caution* * was justified in earlier stages 
when most people were not familiar with the advantages of consoli¬ 
dation. We feel that time has come now to make consolidation of 
holdings compulsory in every village. If, however, the zamindari 
system is abolished, and land is given to the actual tiller and it is 

laid down by law that holdings should not be divided after they 
have reached a certain limit (10 acres is very reasonable), need for 
such palliatives as consolidation disappears. 

11. Collective ^Farming. Consolidation of holdings at its best 

is only a palliative. Even if a small holding is consolidated into 
one block and is prevented from fragmentation again, it still remains 
a small holding and if its size is below the economic level there will 
still be considerable waste of labour and capital on it. One solution 
—rather a revolutionary solution—is to abolish private ownership in 
land altogether. Let the land be owned by the State or the com¬ 
munity and be cultivated in the form of large units with the help 
of the latest scientific implements. The workers will get a return 
in the form of wages for the work done on such collective farms. 

Collective farming requires too revolutionary a change in the 
social organisation of the country to be a practical proposition in 
the near future. Both religion and convention recognize private 
property in land and the desire for possession of land is too deep- 
seated in the peasant mind to be easily rooted out. Besides socialisa¬ 
tion of land will be resented unless all other forms of capital are also 
treated in the same way. Hence community-farming will not 
suit the country under present conditions. 

12. Co-operative Farming; Co-operative farming is a com¬ 
promise between collective farming on the one hand and peasant 
proprietorship on the other. It gives all the advantages of lan?e- 
soale farming without abolishing private property in land, lne 
proprietors are induced to form co-operative farming societies. In© 
land of the village is pooled for purposes of cultivation but indivi¬ 
dual rights are maintained. Large-State operations thus become 
possible and scientific methods of agriculture can be applied and the 
tractor and the combined harvester can be used with advantage. 

Payment is made according to work and separate remuneration 
is given for the ownership rights in land. 

The co-operative principle has been tried in India piecemeal 
f e. the problems of credit, marketing, purchase of seed, imple¬ 
ments, ©to., separately. The results, with very few exceptions, have 
not been very encouraging. The main trouble has been the poverty. 



1. Royal Commission Report, p. 13d. 
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igpcjarce and illiteracy of the members. Co-operative farming re¬ 
quires n uch gjcelcr capacity for self-help and mutual trust. More* 
ever, it needs the right kind of leadfrship from among the people 
whch does not exist at present. 

Individual farming is organised on co-operative basis in Pales¬ 
tine. Machine farming is going dn in these farms. An Indian dele¬ 
gation visited Palestine to study this system in 1947 and submitted 
a report. The method can be adapted to suit our needs. 

, The National Government of India has recently undertaken 
vast multi-purpose river projects which will bring considerable 
areas under the plough (6*2 million acres in 5 years to start with). 
Co-operative colonies are being created, State-tractors are digging 
up the land and the work is progressing satisfactorily. 

y , t 1 t ^ t 

13. Joint Village Management. Another solution recently 
suggested is to neate jointly managed villages. To start with, a few 
villages in every district ebould he brought under joint management 
fer purposes of. experiment and demonstration. 


The, scheme may be described in the words of the writer who 
b,as suggested it. “The words ‘joint management* connote a system 
in which the claims of the ownership are respected, but owners pool 
their land for the purpose of management. The underlying idea 
maybe explained by means of a simple example. Let us suppose 
that we have an area of 60 acres which belongs to ten owners, who 
own respectively two, four, six, eight or more acres of land. Let us 
say that out of these ten owners, four do not cultivate themselves, 
maybe because two of them are employed in some kind of service, 
one is in a business, and ope is too old to work. Under the system 
which prevails at present, those who do not work their areas let 
their land to tenants-at-will. Since we know this to be an inefficient 
practice, let us suppose tbet the area of 60 acres is managed jointly 

bv all the ten owners but is actually worked by the six owners who 

are available for work in the village. 


Now income from land divides into two parts—income due to 
work and income due to ownership. This is the distinction between 
what ^he tenants-at-will and the owner get from the same piece of 
land. The division may be in kind or it may take the form of cash. 

It is as a rule customary in character but it may some times be 
determined by competition. For the sake of illustration, it may 

tenant U »T d -fl h CU8tomarv division of produce between the 

eled 8l *’ alon £ with the remaining four, are 

ownershin kV? 1 * 6 * hal - f ° f ‘J.® P roduoe b .V virtue of their 

r 0 f u Tu?ir of 'r, d «• £?. h " m ‘„ k „ 6 

venue, carry out such common inVJ' ana re : 
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meet other essential chargeB. The balance will be distributed as 
ownership dividend among all the ten owners according^to the value 
of the area contributed by each to the farm as a whole.” 1 

Thus while large-scale farming with all its advantages will be 
possible ownership will remain. “Ownership, however, will not now 
imply permanent ph\ sical pos°ession over or association with a spe- 
cific piece of land, nor will it imply the right to let that piece o 

land to a tenant-at-will in return for rent.joint management 

will retain the principle of equal inheritance. Sons will not share 
particular bits of lard ; they will share equally the ownership 
dividend due to their total holding and each of them will have the 
right to work in the jointly managed village. 

The managing bcdy, whose functions, among others, will be to 

allot work units and distribute dividends, will consist of’ KJPJf* 
tives of all the fan ilies of the village. It is clear that joint 

management can he carried on by a co-operative society formed 
for the purpose or by a representative body of the villagers. 

One very important problem that will arise under all systems 

mav he in thfneighbourhood of from 16 to 20 million people. Em- 
ployment shall have to be found for these people. 

In the distribution of work of cultivation in work unite the 
first choice, at any rate in earlier stages, wdl . be ^tintr “lass^ 

th s distinction will disappear. Of the rest, some m ; 

ployed on wage-work in fruit gardens in the dairy, on ItovggM* 

X‘ to° meet .he" needs of ttevillegem 

jX.na'’.. th Zl ot, SoVm«k«. ea^ter^l^mtth 

the village, 

whether in Industrie. or in different form, of service. . 

Thus in order to secure full 

whole range of economic life shall h ^b {betwee n 

Before such a system can he in t d ^ r(J and other rent .receivmg 

agents, will have to b< ;.- li “ i "^^ ff °; s b °”|“d eolation for the vari- 
agement on a co-operative has doe8 not radically depart 

ous problems facing rural India y. same time it offers 

from the traditional idea of ownership, at the same 

scope for scientific agriculture. 



l arlok Siogh —Poverty and Social 0*0*9+ PP- 
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CHAPTER VIII 

THE AGRICULTURIST AND HIS EQUIPMENT 

I 

1* Introduction. Agricultural efficiency depends as much 
upon the social, economic and legal status of the cultivator as upon 
type of implements used, the quality of the soil and the size of the 
holding. We have already dealt with the legal position of the 
cultivator with respect to the land he cultivates and also with the 
problems arising out of the small size of the holding. In this chapter 
we shall discuss the agriculturist and the equipment at his disposal 
such as the type of soil, the implements, seed, manure, cattle, etc. 
Irrigation facilities at his command are also a part of his equipment 
and will be dealt with in the next chapter. 

2. The Agriculturist. What of the agriculturist himself, the 

man behind the plough ? Seemingly contradictory views have been 

expressed by authorities about his personal equipment. Dr. Voeloker 

in his able report on agricultural practice in India admired “the 

careful husbandry combined with hard labour, perseverance ahd 

fertility of resources of the Indian agriculturist . 0 The Agricultural 

Commission also admitted that “in the conditions in which the 

ordinary cultivator works agricultural experts have found it no easy 

matter to suggest improvements .” 1 These views seem to suggest 

that it is the environment rather than the cultivator who is at fault. 

On the other hand, Calvert quotes an Irish writer : “The wealth 

of a nation lies not in the material resources at its command, but in 

the energy and initiative and moral fitness of its people .” 2 The 

implication is that Indian people are poor because they laok these 
qualities. 

The truth of the matter is that where circumstances are favour¬ 
able the Indian peasant shows considerable resourcefulness. But 
where rainfall is precarious or system of land tenure is oppressive 
these qualities get undermined^ Generally, however, our rural mases 
are far below the standard of physical and mental development in 
advanced countries. The causes of this backwardness are partly 
historical and political, partly social and partly climatic. Each 
set of causes is inextricably mingled with the others. The empha¬ 
sis laid on a particular cause is determined mostly by the* political 
creed of the writer concerned. ^ 

Whatever the causes that have brought about the present state 
of affairs, no one can deny the faots as they are. There is no deny¬ 
ing that the Indian oultivator is inferior in health and energy to 
his counterpart, for instan ce, in Great Britain and America. He ia 

1. Report, p. 14. " ' “ ' - 

a. Calvert, op. oit., p. 47. 



108 


INDIAN ECONOMICS 


subject to a host of endemic aad epidemic diseases. These not 
only cause a high rate of mortality, but also undermine the physical 
efficiency of those who survive the attack. People chronically subject 
to disease, moreover become lethargic, listless and apathetic. The 
solution of this problem calls for both preventive and curative 
measures. The Public Health and Medical Departments are doing 
some work in this connection, but most of their benefits are shower¬ 
ed upon the urban areas. 

In the second place, the wholesale illiteracy of the rural masses 
can hardly be denied. Only 8% of the people are literate and they 
are mostly concentrated in towns. Add to this the faot that our 
educational system produces more clerks and bookworms than 
practical men. Even our agricultural colleges have not produced 
many practical farmers after half a century of effort. A radical change 
in our system of education is immediately called for, so that it 
should produce practical and enlightened men of the world. The 
whole structure of our economic and social life requires a simulta- 
neous reform if not a radical overhauling. 

With better physical health and education of the right kind the 
whole outlook of the villager will change. At present he is condemned 
as ignorant, superstitious, fatalistic, improvident and extravagant. 
It is said that he lacks initiative and has no desire to improve his 
standard of living. If he gets larger income due to higher prices he 
wastes it on social ceremonies or his litigation. However, his defects 
are curable by education on the right lines. Something has been 
done by the various Government departments, but a well-planned, 
nation-wide effort is necessary to bring about substantial and per¬ 
manent results. 

If the personal equipment of the average peasant is poor, hie 
and and his implements are no better. Let Us first take the quality 

of the soil of his holding. 

3. Problem of the Indian Soil. We have already seen that 
the size jf an eoonomio holding is oloaely related to the nature oi 
the aoil. Where soil ia fertile a am ill holding will support a ft-mily 
and where it is inferior a much larger area may not do so. Physi¬ 
cally the soil should be firm enough to take hold of the roots and 

soft enough to allow free movement of water, 
oontain a balanoed quantity of essential salta. 

In a previous ohapter we have already studied the main types 
of sods that are found in India. The question is frequently asked 
whether the Indian soil ia deteriorating. In 1893 Dr. Voeloker in 
Ms report held the view that no positive evidence was available ;Ot 

SlL - “Cob 1" « nti , data a * ate at 0 r disposal support 

" r ° 'ew that when land is cropped year by year andwhen 

ia removed and no manure is added, stabilized condition is 
the hecL* A balance has been established in India and nofurther 

i> likely to tate place under .ristiug otttdflton. of 



Chemically it should 
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was of 
land is 


cultivation.” 1 

In 1937, Sir John Russell wrote,”... I was on several occasions 
informed that the yields of rice are declining. No good figures seem 
to be available and it would be desirable for the Coucil to arrange for 
sample surveys to be taken”. 2 

In 1939, Rao Bahadur Bal Agricultural Chemist to Government 
of C. P. and Berar expressed the view that the history of crop yields 
during the years 1900 to 1922 showed that “ the soil has reached 
a stationary state of fertility at a low yield.” 

‘The Bengal Provincial Banking Enquiry Committee 
opinion that in Bengal “The fertility of the agricultural 

deteriorating.” 8 

• « , ^ .< 

Thus the general view is that although positive data is lacking 
whatever tests are available show that Indian soils have reaohed 
almost the lowest stage of deterioration. This is due to the fact that 
very little is returned to the soil in the way of manures while heavy 
crops are grown year after year. 

Apart from exhaustion the soil may deteriorate through erosion, 
by the formation of injurious salts 'Cmrtirottgh—water -lo gging Soil 

erosion implies washTng^3uy3fT5e _ surfaoe°soil either through river 
floods or excessive rain in the hills. 

~ . 1 • . . J 1 v \ 

The problem of soil erosion ha3 aisen in several provinces of 
India. It is of special importance in the CJ. P. and Western Ben¬ 
gal where a net work of ravines has been formed through this pro 
cess. Due to heavy rainfall on hill sides, soil erosion has occurred 
m the southern districts of Bombay and Chhota Nagpur. In the 
East Punjab it is found in the sub-montaine districts from Hoshiar- 
pur to Ambala. In U. P. 8 millions acres out of a total of 08 millions 

n^n en ^ 7T la u the Easfc Puajab in Hoshiarpur alone 

100,000 acres of land have been rendered unfit for cultivation 

through soil erosion. Either the land has been swept away or it 
has been covered with sand through floods. 

... erosion is not peculiar to India, lathe ILS.A. “So nothin* 

like mflhons of a cres of land whioh were onoe cultivated have 
'been destroyed by gullying”* but through land conservation practices 
productivity has increased by 20% to 30% in U.S A. The Govern¬ 
ment of India obtained the servioes of Dr. Shuhart of the Soil Oon- 
• servation Section of U.S. Agriculture Deptc. 3 years ago and onhis 
recommendation deputed a team of scientists to study soil practices 
in the U.S.A. They, have returned and are touring the oountrv to 
dispuss plans for soil conservation to coordinate activities ^nd 

typeo^ wo°rk! blhtle8 ° f training of ^cultural peraonel for this 



Report, p, 76. . 

*' 8S£*£»L“ the *°- k Imp.rial Ooua.il of Agrieultural 

Report p. 21. ’ * - • 

4. Wadia aad MHf.ihanh. n.i# ___ • • 
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Soil erosion may oooar due to several oause 3 . (i) Dae to o itfcing 
of trees or deforestation. (»») Dae to removal of vegetation whioh 
exposes land to wind and rain. (Hi) Unoontrolled grazing sp oi- 
ally by goats. Grazing does not let grass flourish leads to denu¬ 
dation of the £oil. { iv ) Cultivation on hill slopes has also the 
same effeot. 

The remedies are (a) Replanting of trees. ( 6 ) Building of 
embankments, (c) Reclamation of land. ( d) Control of grazing. 

The Punjab Government has oreated an Anti-erosion Depart¬ 
ment to meet this evil. In the East Punjab there is a law under 
whioh lands oan be closed to grazing in oertain seasons. 

Digging of oontour trenches i.e., ohannels on the slopes at small 
distances is useful. The water flow is obstructed and the water gets 
absorbed. Grass and trees oan be planted in these ohannels. 


Embankments can be built by the cultivators to prevent water 
from flowing down. 

Reclamation of land in Okoa is being done by the Forest 
/'Department in the East Punjab. 

' 4 . Man ures. India oan produce almost any kind of orop on 

acoount of her varied climate and soil. But the Indian soils are 
deficient in phosphoric acid, nitrogen and organio matter. And 
since the pressure on land has reduoed the area kept fallow for 
reviving fretilicy, the use of artificial manures has become essential. 
The various types of manures are disoussed below :— 


(a) Farm-yard Manure. —This oonsists of the dung and urine 
of oattle. The urine is allowed to go waste, while dung is widely 
used as fuel. This is not always due to lack of alternatiye fuel but 
is often due to custom. Where oow-dung is used for cooking for 
lack of other fuel, at tempts should be ma de to make such fuel acces¬ 
sible to the villager. "TTanSnglnElEees^sfeHg—rcrads - canals and 
in speoial village preserves, oan cons idera bly solve the fuel problem. 
Cotton stalks an d dry -sttrhbferoah help. The villager should be 
instructed in the methods of preserving manure. Mr. Brayne did 
useful work in the Gurgaon Dmtriot of tne Punjab in this connec¬ 
tion. Thousands of pits were dug to preserve manure. But the 
results were only temporary. Constant propaganda is needed to 
aohieve permanent results. 

/ ( b) Composts. —Compost is obtained through decomposing all 
Borts of waste material and vegetable matter. In China, vast 

Quantities of oomposts are manufactured from animal waste com¬ 
bined with herbage, straw and other similar waste. Experiments 
in Dreoaring oomposts have been made by Agricultural Depart¬ 
ments of provinces like Bengal, Madras and Central Provinces but 
no practical method has open devised which oan be u^Cd With profit 
by thb rtfttmiary ouitWatOf on his land. 
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(c) Night soil .—There is still great perjudice e gainst the use of 
night soil as manure, though it is slowly breaking especially where 
night soil is available in the form of poudrette. The methods of 
converting night soil into poudrette—in which form it is much less 
obnoxious—adopted at Nasik have proved quite successful and 
should be used all over the country. 

^(d) Leguminous Crops and Oreen Manure.—The Indian agri¬ 
culturist h nows the value of leguminous crops bke gram which 
improve the soil. The experiments of the agricultural departments 
have discovered that sann hemp on the whole gives the best results. 
Crops like dhaincha and groundnut, the leaves of which can be used 
as green manure, are also good from this point of view. 

(e) Oil Calces .— By exporting oil-seeds India loses a valuable 
source of nitrogen. If the oil is manufactured in the country, the 
oil cakes can seive as food for the cattle and also as a source of 
manure. The Governm ent should ass ist the development of oil- 
^cgushing industry in to this drain of India's wealth. 

' ( f) Chemical Manures .—India is poor in mineral manures. 
Mineral phosphates are of poor quality. Crude nitre is available in 
Madras and Northern India. In an advanced system of agriculture 
nitrogen is supplied from nitrate of soda, sulphate of ammonia, etc. 
In India, nitrogen is supplied by nature through rainfall and silts, 
but it is not enough. The increasing demand for artificial manures 
in India is indicated by growing imports from abroad. But the 
use of artificial fertilizers in India is very limited indeed. The 
relatively small amounts that are used are taken up almost entirely 
by the tea growers. It is now estimated that India requires, at 
least 350,000 tons of chemical fertilizers every year. The Govern¬ 
ment have established a factory at Sindri near Dhanbad in Bihar 
for the manufacture of 350,000 tons of sulphate of ammonia, 
cement will be also produced from the lime sludge thrown out as’ 
a by-product in the manufacture of fertilizers. Travancore has 
arranged to manufacture 60,000 tons of ammonia sulphate. It 
is believed that within a reasonable period India will be self- 
sufficient in this direction. 

(g) Other Sources .—Fish is used at places along the west coast 
as manure. It is abundant here and is not used as food. Sea 
weed is available in immense quantities in areas near the sea coast 
and is a valuable fertilizer. Rice-husk-ash is also a useful fertilizer. 

In addition to these, the old methods of recuperating the soil 
by rotation of crops, mixed crops and leaving land fallow continue 
to be used to a more or less extent. 

It should also be noted that the Imperial Counoil of Agri- 
cultural Research—a body created in 1929 at the recommendations 
ot the Royal Commission on Agriculture—constituted a standing 
ITertihzers Committee in 1930 to undertake researoh in the problems 
ot indigenous manures. Each province receives a grant to cclleot 
and correlate data on manorial experiments undertake* 


\ 
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5. Agriculture! Implements: “Agricultural implements in 
India are, on the whole, well adapted to local conditions,” wrote 
the Agricultural Comnissiou. “They are within the capacity of 
the draught oxen, comparatively inexpensive, light and portable, 
easily made and, what is perhaps even of greater importance, easily 
repaired and they are constructed of material which can be easily 
obtained. 1 ’ 1 There is, however, great scope for improvement. The 
Agricultural Department hss introduced several types of improved 
implements like iron ploughs, sugarcane crushers, small pumping 
machinery, water-lifts, barrows, hoes, seed drills, fodder cutters, 
etc. Improved sugarcane juice boiling furnaces have also been 
adopted. 2 But compared with the total number of implements 
used in India, the improved varieties in use are no more than a 
drop in the ocean. The estimate of total number of ploughs in 
use was about 32 millions in 1937*38 while only 6,716 ploughs of 
improved variety were sold through departmental agencies. The 
Royal Commission attributed the lack of progress in this matter to 
twb facts : — Firstly, agricultural engineering was regarded as a 
secondary activity by the Departments and, secondlv, the conser¬ 
vatism of the cultivator. The Commission suggested the reorgani¬ 
zation of the Agricultural Engineering Section to remedy the first 
and greater propaganda to meet the second. Though expensive 
machinery is beyond the pocket of the small holder cheap improved 
impleinets could be brought within the reach of his purse through 
producing parts of simple instruments on a large scale, railway 
freight concessions, and rebate, on import duty. An excessive 
multiplication of improved types is not desirable. “It merely con¬ 
fuses tho cultivator.” The aim should be evolution of a small 
number of types suitable for a wide range of conditions, and for 
mass production. Improving the existing implements is more 
promising than introduction of new machines. Moreover, the 
relation of the capacity of the cultivator's bullocks to the imple¬ 
ments they are required to draw, demands careful investigation 

before new varieties ere constructed. 

The Central Tractor Organisation under the National Govern¬ 
ment of India has already purchased 600 tractors and is arranging a 
loan from the I. M. F. for the purchase of more agricultural 
machinery to cultivate culturable waste lands all over the country. 
The tractors are lent to provinces and States and the rent for recla¬ 
mation of weeds infested land is Rs. 8/8 per tractor per hour. 


6. Improved Seed. The importance of good quality seed 
needs no emphasis. It has been estimated that an morease in 

of 6 to 10 per cent can be obtained from improved 

varieties. The seed is indifferently selected by the Indian Agricul¬ 
hv the time the sowing season arrives, or deteriorates though 
careless keeping. Then the peasant has to borrow seed of indiffeient 

quality from the money-lender. n 
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, recent years the Agricultural Departments have done good 

work in supplying improved seed to the agriculturists. New disease- 

resisting varieties have been evolved, especially in the case of 

sugarcane, jute and cotton, oil-seeds, tobacco, and to some extent, 
wheat and gram. 

According to the figures relating to the year 1938-39, about 70 
per cent of the total area under sugarcane, about 50 per cent under 
jute, 22 per cent under wheat and 27 per cent under cotton is sown 

with improved seed. But progress regarding food crops other than 
wheat has not been so satisfactory. During the Grow-More-Food 
campaign special efforts were made to increase the area under 
improved strains but the progress is very slow. Sir John Russel 
recommended that the Imperial Council of Agricultural Research 
should set up a central organization in eaoh provinoe for the multi- 
plication and distribution of seeds of proved varieties. 1 

Another aspeot of having improved seed is to prevent its 
adulteration with inferior seed. In this connection some years 
ago legislative measures were passed to prevent deterioration of 
ootton. Under the Cotton Transport Act, 1923, a Provincial Govern¬ 
ment can notify any area in which ootton of superior qualitv is 
grown, and prohibit the importation into such area, except under 
lioence, of ginned or unginned cotton, cotton seed or cotton waste 
ibe Act is in force in oertain areas of Bombay and Madras Then 
there is the Cotton Ginning and Pressing Factories Act, 1925 under 
which adulterated or damped cotton can be traced not only to the 
factory whioh ginned or pressed it but also to the original owner. 2 

7. Control of Crop Diseases and Pests. Closely connected 
with the problem of better seed is the control of pests and diseases 
of plants. If such diseases are left to take their toll the gain 
obtained by better seed can be easily lost. The connection between 
these two is intimate because certain varieties of seed can be evolv¬ 
ed which are immune to disease or are “disease resistant.” 

The problem is very serious in the case of sugarcane. A survey 
made in 1937 showed that 37 to 53 per cent of cane delivered to 

a °T?if- eS * n was infected as against 20 to 35 per cent in 

1936. This shows that trouble is spreading. It is estimated that 
the damage caused by insects and pests to Indian crops is to the 

value of nearly Rs. 180 crores annually. 3 One estimate puts it 
at 10 per cent of the total produce. 4 

The main preventives fall into two categories : (i) measures 
to prevent the spread of disease from one locality to another, and 
(u) measures to control the disease within a locality. 

The first involves measures to prohibit imports of diseased plants 
irom abroad, and to prevent spreading of disease from one province 
or otate mto another. There is an Insects and Pests Act which 

I. Report, op. oit. p 60. ~~ 

*• *L°y® 1 Com miss ion, Report pp. 101-106 and p. 120. 

.. N, bangulee— Irdia, What Now T p. 129. 

'• Bengal Famine Report, op.oit. p. 168. 
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allows importation of plants provided they are accompanied by a 
health certificate. “But insects and fungi that are harmless on their 
native soil may become destructive in foreign countries. It would 
therefore be safer to allow imports only of such types of plants as have 
been declared harmless by competent entomologists and mycologists 
after experimentation.” 1 Fumigation of plants arriving in India 
from abroad is at present carried out by the customs authorities. 
The Bengal Famine Commission suggests that this work should 
be entrusted to specially trained personnel. 2 

As regards the spreading of diseases within the country the 
Inseots and Pests Act permits inter-provinoial legislation to prevent 
this spread but full advantage has not been taken of this provision. 

(it) The second set of measures consists of adoption of resistance- 
varieties, ohanging the oondition of the soil or time of cultivation 
and destruction of pests by chemical means. The last means dust- 
ing, spraying and fumigation by various chemicals. The Punjab 
campaign against spotted bollworm of cotton in 1938-39 showed 
treated areas gave much greater yield than untreated areas. Sir J. 
Russell recommended that executive action in this matter should 


be taken by the Central Government. 

a Livestock. Apart from land, the most important and ex¬ 
pensive equipment of the agriculturist is his cattle. “Without 
them.” to quote M. L. Darling, “the fields remain unploughed, store 
and bin stand empty, and food and drink lose half thtir savour, for 
in a vegetarian country what can be worse than to have no milk, 
butter or ghee 1” On account of his small and fragmented holding 
and limited financial resources, it is neither economical nor practi¬ 
cable for the Indian cultivator to use mechanical sources of power. 
For ploughing his fields, for lift irrigation, and for carting his produoe 
and manure cattle are indispensable. These are not only the source 
of milk but also supply manure and fuel when alive and whe 
dead yield meat, skins, hair and bones for a variety of purposes. It 
has bin estimated that Indian cattle, in spite of their being g 
economically exploited, yield an annual income of over Rs. 
crores which is more than the value of India s cash crops. 

In spite of the utility and importance of cattle to India >^°^ e T®* 

srae'fi £$& “ rr ^ 


Nau.vat, h, d Anjaria— The India Hural frooiew p. a*. 

Keporr, Bangui Famine Commission. op_ cit. p : ••65. . . B _ K . 

Ward in Economic troblems of Modern India, Vol. I., Edite y 

TbsMmttl Indian cattle population including the Native States but 
excluding Burma, in 1935. was as follows 67>771>M8 

Buffaloes 461.08.165 

Sheep and goats ... 196,658,lo* 


Total ... 810,036,864 


J 
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area in British India (excluding about 50 million acres of 
fallow land) was about 210 million acres. Roughly, therefore, 
we had about 100 cattle for a hundred acres of land annually sown 
with crops. For Holland the figure is 3$ cattle per 100 acres and 
for Egypt 25. Further, it has been estimated that out of the 310 
million cattle in the whole of India only 60 million are working cattle. 
This, gives an average of one pair of bullocks per 10 acres of culti¬ 
vated land, “which is barely sufficient even in the Punjab, where 
the largest number of working bullocks are to be found. In the other 
provinces where a very large proportion of the cattle are underfed 
and under-sized, the position is much worse/' 1 Thus India possesses 
a very large number of superfluous cattle. No wonder aforeign 
visitor remarked that “India is being eaten by her animals/’ 

There are various reasons for the excessive population of cattle 
in this country. The prejudice against destroying life is so strong 
among the Hindus that they would rather starve the cattle than 
kill them. Secondly, due to the inefficiency and high death rate of 
cattle the cultivator has to maintain a large number as reserve. The 
close connection between “inferior quality” and excessive numbers 
has been well described by the Royal Commission on Agriculture. 
“We are of the opinion,” they wrote, “that the census figures sug¬ 
gest the existence of a vicious circle. The number of cattle within 
a district depends upon, and is regulated by, the demand for 
bullocks. The worse the conditions for rearing efficient cattle are, 
the greater the number kept tends to be. As numbers increase, or 
as the increase of tillage encroaches on the better grazing land, 
the pressure on the available supply of food leads to still further 
poverty in cattle.” Bengal has the highest number of cattle 
per 100 acres of cultivated area, namely, 109, compared with 68 in 
the Punjab and 43 in Bombay. 

The inferior quality of Indian cattle may be attributed to in¬ 
discriminate breeding, underfeeding and disease. These are all inter¬ 
connected. Excessive breeding leads to underfeeding whioh in its 
turn leads to low resistance against disease. All the three problems, 
therefore, demand our speoial attention. * 

9. Cattle Breeding- Indian cattle are allowed to roam 
abont for grazing in the village commons or on the stubble in mixed 
herds. Cows are thus covered by indifferent qualities of bulls and 
a progressive deterioration of the breed starts. To improve quality, 
breeding should be discriminate. Only good quality cows should 
be allowed to breed and they should be covered by specially bred 
or selected bulls. This involves castration of all male cattle except 
those regarded good enough for breeding. It also involves the 
supply of specially selected bulls. The Veterinary Departments of 
the Government have recently begun to perform the former funo- 
tion. As regards the second. Departments of Agriculture are paying 
greater attention. Very useful work is being done at the Hissar farm 
mthe Punjab where Pedigree Hariana breed bulls are being raised 

and are suppliecLat- 4ow prioes-for breeding purposes to Distriot 




INDIAN ECONOMICS 


Boards, ©to. Similar work is being done at Hoaur farm in Madras. 

The Imperial Agricultural Research Institute (removed to New 
Delhi in 1938 from Pusa) carries on experiments to evolve strains 
of cattle with better milking capacity and suited to Indian condi¬ 
tions. To improve milking breed two methods have been tried : 
cross-breeding with sires of high milk-yielding strain from abroad 
and selection from indigenous cattle. “There is now general agree¬ 
ment that the latter is more calculated to produce results of lasting,' 
value, and it has been established that by careful selection from 
Indian strains, cows can be bred which are capable of giving milk' 
yields comparable with those of foreign animals.” 1 ' Mention may 
also be made of the technique of artificial insemination practised’ 
with great success in Russia where large herds of improved cattle 
were built up within a relatively short period of time. The method 
can be of great value in India and is under investigation by the 
Imperial Council of Agricultural Research. 

10. Cattle Feeding. The cattle in India are underfed because 

(а) the available area for growing fodder is nob enough to feed them, 

(б) the system of feeding is wasteful. The cattle, especially dry 
cows and non-working cattle, are left to themselves to get what 
they can from the waste lands. The problem oan be solved by 
(i) reducing the number of cattle by eliminating the superfluous 
ones and by controlled breeding, (u) increasing the supply of fodder.. 
Unfortunately more land for fodder crops is not available. Pro 
ductioo of fodder, however, can be increased by cultivating higher- 
yielding crops like Egyptian clover (Berseem) and other grasses. 
The Agricultural Departments have made useful experiments in 
this connection. The available fodder can be economized by stall 
feeding, by preparing silage from inferior straw and waste, by cut¬ 
ting grass and preserving it as hay, by chopping fodder with the 
fodder cutter, etc. 


11. Control of Cattle Disease. Indian cattle are subject to 
periodic epidemics ( e.g ., rinderpest, foot and mouth disease) and other 
diseases. These are due to low vitality, unhygienic surroundings 
and pollated drinking water. Both preventive and curative mea¬ 
sures are necessary. Research into the oausation, prevention and 
cure of disease is carried out at the Imperial Veterinary Research 
Institute and excellent results have been achieved. It is proposed 
to extend its activities. Hygiene is a matter of education and pro¬ 
paganda and is a part of the general scheme of rural uplift. Pre¬ 
vention of disease by inoculation with sera has been tried on a 
limited scale. Lack of funds and conservatism of the villager— 
the latter is gradually disappearing—have been the main limiting 
factors. Regarding the curative side of the problem, veterinary 
dispensaries exist and itinerant staff* of the department also visit 
villages t > help the cultivator but the number of such dispensaries 
is too small to adequately cope with the problem. 

Wo may conclude, therefore, by saying that what India wants 

is not more cattle but better oattle. _ 


'amine 


on (Sina 


b PP 


-T 


CHAPTER IX 
IRRIGATION 

1. Importance of Irrigation. The soil, seed and manure may 
be good, the implements and cattle efficient, but without an ade¬ 
quate and regular supply of water, agriculture is a precarious busi¬ 
ness. Where rainfall is not seasonable and adequate, artificial irriga¬ 
tion is indispensable for agricultural operations. A- 'f 6 A 

The average rainfall in India as a whole is 45 inches per annum, 
but local variations are considerable. For instance, in western 
Rajputana it is not more than 10 inches in the year, while 
in the submontane tracts of the United Provinces it is as much as 
50 to 100 inches. The second characteristic of rainfall is that 
it is unequally distributed through seasons. Most of the rain in the 
country (except in Madras) falls between June and October. The 
rest oi the year is very dry. Thirdly, rainfall is deficient and is 
liable to failure. Thus before the era of railways and canals, 
“ghastly famines ravaged the country periodically and scarcity was 
the common lo^> of the people over large areas in many years.” 1 2 

2. Area under Irrigation. In 1945-46 the total sown area in 
the provinces and States now covered by the Indian Union was 
218 million acres (including Hyderabad) or which 39*2 million acres 
'(18%) were artificially irrigated. The importance of irrigation, how¬ 
ever, varies considerably in different provinces* as the following 
table relating to the year 1939 40 indicates :— 

Percentage Percentage 

Major Provinces of irrigated Major Provinces of irrigated 

to total ot total 

sown . sown 9 

Punjab (E. and W.) ...56*9 Assam ... ... 8*7 

Madras . ... ...29 3 Bengal (E. & W.)... 6.8 

United Provinces ...29*2 Bombay ... ... 6*0 

Bihar ... ...22*5 C.P. and Berar ... 6*1 

i . ‘Orissa ... 21*6 All India . 24*3 

' The low percentage of irrigation in Bengal and Assam need not 
cause concern because of the plenty of rainfall there. But the pro* 
vinoes of Bombay, Madras and East Punjab where rainfall is 
deficient, require more irrigational facilities. 


1, Sir Bernard Darley in Economic Problems of Modem India, op. oit., p. 
148, also Indian Year book 1944-45 p. 288. 

2. As regards the total area irrigated, United Provinces (13*1 million 
acres), Madras (10 6 million acres), Sind (5*28 million acres), Bihar (5*22 million 
acres), Bengal (2 0 million acres), Orissa (1*5 million acres), Bombay (14 million 
acres), Bombay (1*4 million acres), C.P. and Berar 1*3 million aores and hi. W« 
F. P. (1*46 million acres). 
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types 


3. Kinds of Irrigation Works. There are three main 
of irrigation works in India : (a) wells (6) tanks, (c) oanals. 

Out of a total area of 261 million acres in India in 1943-44, 67 
million acres were irrigated which was disbri cubed under different 
types of irrigation as folio w s :— 

Ibeugateo Auisa (In i 

By By 

Tanks Wells 

6 14 


By 

Canals 

30 


illions of aores) 

By 

other sources 
7 


Total 

area 

67 


total 

illion 


Out of this, 37 o million acres (out of 213 million acres 
area) were irrigated in the Indian Dominion and 19 6 i 
acres in Pakistan (out of a total area of 4-J million aores). 

(a) Well Irrigation. There are about 2£ million wells in India 
and the total oapital invested in them oomes to about R 3 . 100 orores. 
The ohief well-irrigated provinces ia India are the East Punjab, the 
U.P., Madras and Bombay. Wells are mostly private works but 
the Government also helps in their construction by advancing 
tatckavi loans 1 and by exemption from enhancement of revenue 
(either temporarily or permanently) lauds that have been improved 
by well-irrigation, and by placing boring equipment and skilled 
labour at the disposal of the landlord. 

The D P. Government is subsidizing a masonry-well soheme 
by whioh Rs. 300 to Rs. 500 per well are given as a subsidy. More 
than 2,000 suoh wells have already been sunk, while it is planned to 
sink 48,000 more. 

In 1948, the Government of India scoured the services of two 
Amerioan experts to consider the following problems :— 

(») The best method of supplying water to orops from tube- 
wells on the basis of volume acreage ; 

(»*) The spaoing of tube-wells so as not to disturb . the spring- 
water supply ; 

(tit) Radial tube-wells and the agronomio problems of the usar 

land. 

The experts have reported that there are exoellent prospects for 
tube-well irrigation in East Punjab, D.P. and Bihar. The Govern* 
ment has accordingly planned to sink 6,000 tube-wells in India. The 
main difficulty in the way is lack of power, to supply whioh a number 
of projects are in hand. A Central Groundwater Organization has 
been set up (1948) to explore the groundwater resources in India. 
At present there are about 6,000 eleotrio pumping BetB working in 
Madras to irrigate land. Similar lift irrigation schemes have been 
introduced in Bombay and Bihar to supply water in the dry off- 

season . ______ 

-Loans given under the Land Improvement Loans Act of 1883. Under 

this Act advances are made to approved applicants at 0 per cent interest, 
(Bombay 6,per cent) and fe’ccfv'e’ry ia made by eeesy iatftaltriarntfe, psrridds Varying 

7 to 80 yemn. 
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(b) Tanks. While wells are privately owned, tanks are adminis¬ 
tered by the State. Outside the Punjab they are found in almost all 
the provinces. Madras contains the largest number—about 36,000. 
They are of all sizes ranging from big lakes—formed by the erec¬ 
tion of high dams across the beds of large but irregularly flowing 
rivers—to village ponds. Most of the tanks date from very early 
times and many of them have been silted up. They are of great use 
in places where it is not possible to construct canals. 

The Government is taking as keen an interest in the repair and 
construction of tanks as in that of wells. Thousands of minor 
irrigation schemes have been completed all over the country and 
many more are in hand. 1 

(c) Canals are the most important form of irrigation at the 
present time. With very few exceptions, they have all been construc- 
ed and are being maintained by the State. Canals are cf two types : 
perennial and inundation canals. Perennial canals have an assured 
supply of water all the year round. The inundation canals get 
water only in flood time. 

We may also mention a third type of canals—storage works 
canals. They are constructed by building a dam aoross a valley 
to store the rainwater during the monsoon. This water is then 
distributed for irrigation when required by the neighbouring lands. 
Such works exist in the Deccan, the Central Provinces and 
Bundelkhand. 

Canals are classified by the Government in a different way. 
Before 1921 they were classified into (i) productive, (ii) protective 
and (Hi) minor. 

(<) Productive works were expected to yield a net revenue 
sufficient to cover the interest charges on the capital invested with¬ 
in ten years ol their completion. These are found mostly in 
Northern India and Madras. 

(ii) Protective works were not expected to yield a direct return 
but were a u eesure of insurai ce against famines. The cost was 
gene rally met from the annual grant set aside for famine relief and 
insurance. 

(tit) Miner works belonged to a miscellaneous olass, e.g . 9 tanks. 
They are also financed from current revenues. 

. 8 ince 1921 this classification has been abolished. Now all irri¬ 
gation works for which capital and revenue accounts are kept are 
olassifi cd as (t) productive and (ii) unproductive. 

4. A brief History of Irrigation in India. The polioy of the 
Government with regard to irrigation has passed through the 
following stages:— 

1. “The Government have sanctioned in 1946-47 loans amounting to 
Rs. 34 lakhs and grants amounting to Rs. 1*6 crores for the construction of 

neV we ^ s * 3,0C0 tanks, 5,600 minor irrigation projects and repairs to 
»** * we ll® an A 3,000 old tanks. The increased production is estimated at 
X70,C€Q Agricultural Situation in India, Vol. Ill, No. I, p. 21. 
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(a) The first efforts of the British engineers were directed 
towards the improvement of the old existing works such as the 
Western Jumna Canal, the Eastern Jumna Canal, the Ganges 
Canal and irrigation works in the deltas of the Cauvery and 
Kistna rivers. In the Punjab, the Upper Bari Doab replaced 

the Old Uasli Canal which had carried water to Lahore and 
Amritsar in olden days. 

(b) The second stage was of canal construction, through private 
companies. The Bast India Irrigation and Canal Company was 
formed in 1858 to construct canals in Orissa. By 1856 its capital 
was exhausted and the Government had to take it over. Orissa 
canals were eventually completed, as was the Sone canal in Bihar 
which, too, was a part,- of the Company’s original scheme. The 
same was the fate of the Madras Irrigation Company, formed in 
1863. 

(c) The third stage was the oonstruotion of productive irriga¬ 
tion works by the Government through funds raised by loans during 
1880 to 1900. This led to the construction of five irrigation works 
of great magnitude including the Sirhind Canal in the Punjab, the 
Lower Ganges and Agra Canals in the United Provinces. 

(d) The next stage was the construction of colonization canals 
in the Punjab which are now included in Pakistan. 

(e) The next stage was the construction of Famine Protective 
Works. After the great famine of 1877-78 it was decided to set 
apart Bs. 160 lakhs a year in the Famine Relief Insurance Fund. 
Half of it was to be used for famine relief when need arose and the 
other half was allotted for the construction of railways and canals. 
Later the whole amount was used for irrigation works to 
protect the country from famines. Under this soheme the Betwa 
Canal was constructed in the Central Provinces with two storage 
reservoirs, the Rushikulya project was undertaken in Madras and 
several important storage sohemes were inaugurated in Bombay, 
Deccan, e.g., Nira and Periyar Canal systems fed by lakes held up 

by dams. 

(/) Indian Irrigation Commission, 1901-03. The Commission 
reported in 1903 and laid down a definite policy regarding ' the 
selection, financing and maintenance of canal works.’* As a result 
a large number of new works were undertaken between 1905 and 
1914. The most important of these was the Triple Canal Project 
in the Punjab. Most of the other works constructed ware famine 
protective works in the hilly traots of the C.P., Bombay, Deccan and 
Bundelkhand. Another oanal completed during this period was 
the Triveni Canal in Bihar. 

(g) Post-war (J914-18) Developments. After the Reforms of 
1919, irrigation become a provincial subject. The Provincial 
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Governments gained mnoh larger initiative in the construction of 
canals. They had to obtain the sanction of the Government of 
India only if the estimated cost was more than Rs. 60 lakhs. Loan 
could be borrowed not only for 'productive works but also for other 
works. Money could also be utilized from the Provincial Famine 
Insurance Grant when not required for famine relief. 

Due to the period of prosperity following World War I man y 
new irrigation schemes were launched. 

_ SutIej Valley works in the Punjab was completed at a oost 

of Rs. 33-31 crores. (it) The Sukkur Barrage opened in 1932 at a oost 

of Rs. 24 crores. (tit) The Sarda River Irrigation Scheme irrigating 

parts of Rohilkhand and Oudh was opened in 1928 and is estimated 

to irrigate a million acres, (it;) Another work completed recentlv 

is Cauvery Mettur Project in Madras, whioh will irrigate 300 000 

T e . S i J’T Nira Eight Bant Canal Scheme, with which ie cZS 
ed the Lloyd Dam, is one of the biggest of its kind. The Damodar 
Canal in Bengal has been recently opened. 

, + Tke Agricultural Commission recommended a oloser relation 
between the Agricultural and Irrigation Departments. Thev also 
recommended the creation of local advisory committees to deal 
with complaints about irrigation. Finally they recommended the 
establishment of a Central Bureau of Irrigation at Delhi whioh was 
done in 1931. Its main objects were to ensure free exohange of 

to co-ordmate research and disseminate results. 5 mcers 


i 0.4/7 N £r^ rrig , a £ 0n ^““es. After the partition of India in 
14 V he Nat * onaI Government of the Indian Dominion have realis 
ed the urgent need for irrigation to produce more food in thl 
comity Iapumi't of this objective concerted efforts „e Line 

number of lrnga-tion schemes, big and small, have § been taken fn 
hand: Persian wheel wells, tube-wells, tanks, canals, reservoir* “S 
f"? 1 ^ming—nothing is being neglected. The chief obstacle is the 

imported from wherever available. When completed 

single and multi-purpose projects will irrigate another 26* million 
acres or thereabouts. At present only 6% of the available i t 

.spnrposively controlled. Ivhile thereat mna Mate To fbe seTaS 

f , 0 \,^ adra * £ as an am bitious programme of irrigation in hand Thet 

to cover an area ofTlkh ^L'at a°5 
about 30 SET* ( ) T 30r and long-term schemes to cover an areTof 

^ by these severalVcLtr fo^rTu ‘ 

These projects include the Tungfbhadrrriver pZeot rL T 
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The U.P. is also forging ahead with some very useful irrigation 
plans. Several new dams, power houses and canals are proposed 
to be built which will generate electricity and irrigate land. This 
electricity will be utilized for working a large number of tube-wells. 
The Pipri dam and power station project is the most important. 

A dam 280 ft. high impounding nine million acre feet across the river 
Reband and costing Us. 16 25 crores is proposed to be built. It 
will bring 4 million acres u der irrigation. Flood control, fish culture, 
navigation and recreation facilities will be additional advantages. 
Means of approach to the site are being established and the work has 
been authorized. The N year dam project on the River Nayar, a tri¬ 
butary of the Ganga, will give a huge amount of electricity as well as 
irrigate an area of 238,000 acres and further improve the irrigation of 
a million acres. The Ram Ganga project is expected to irrigate 
8 lakh acres besides supplying a great deal of electricity. A large 
number of other schemes such as the Supra Dam project, the 
Kothri Dam scheme, and Lalitpur Reservoir have been sanctioned 
and aim at supplying water for irrigation in different districts. 

West Bengal has the Damodar Valley project in hand which 
will provide perennial irrigation to 3/4 million acres at a cost of Rs. 
65 crores and will give an income of Rs. 6 crores to the cultiva¬ 
tors every year. Construction has started. Work on the Mor 
Reservoir project has also started. It contemplates a dam on 
the river Moorakehy. The reservoir will have a capacity of one 
million acre feet and will irrigate 6 lakh acres. In addition, there are 
many other minor schemes under construction. 

The most important scheme in Bihar is the Kosi Multi-purpose 
Project for irrigation, power, navigation, flood control, reclamation 
of water-logged land, fish culture, etc. It will cost Rs. 90 crores 
and will irrigate over 2 million acres besides supplying about 
1*8 million killowatt of cheap power. The Gandak Valley projeot 
envisages a weir across the River Gandak and will bring about 6 
lakh acres under irrigation in Saran District at a cost of about Rs. A 
crores Another 50,000 acres in Monghyr District are proposed to 
be irrigated by a canal taking off from River Sakare. Bihar has also 
in hand the construction of many water-lifting schemes with the 


help of power pumps. 

Bombay has a large number of irrigation projects in view, such 
as the Meshwa Canal project, the Mahi Canal project, the Verdala 
Tank project, the Gangapur Dam projeot, the Gi rna project, the 
Asoga Reservoir scheme and the Dndi project at a total cost of D^34 
crores. The total area irrigated by these projects will be 7,60,000 


r p arl( l Berar have designed to undertake the construction 
r f eleven projects at a cost of Rs. 4 crores to irrigate over 2 lakh 

'S, |,The irrigation of a million acres of land in C.P. and 
Gujarat besides controlling floods in monsoon months. The work 
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is proposed to be carried out by the Government of C.P. and Berar 
in co-operation with the Central Government. 

East Punjab' proposes to irrigate. 4’5 million acres of land in 
Gureaon, Hissarj Rohtak di^ricts and the Patiala and hast Punjab 
States Union an\i Bikaner State. The Nangal project which will 
supply •power for the construction of Bhakra dam is progressing, 
satisfactorily and 2/3 of the work on the pilot headings of the two 
tunnels to divert the flow of River Sutlej from the point ot the 
dam has been completed. Road and rail approaches to the site 
have also been completed. Besides canal projects, a large number 
of tube-wells are also proposed to be sunk. * 

Orissa proposes to develop the Mahanadi Valley. The 
Central Waterways, Irrigation and Navigation Com mission has 
designed three d^cffe at Hirakud, Tikarpara and Naraj, each 
with its own canal system and hydro-electric installation. The 
Hirakud dam project has already been taken in hand and will 
irrigate more than one million acres of land besides providing 
electric and navigation facilities at a total cost of Rs. 4*781 crores, 
and will earn an interest of 4 29 % on the sum at charge per year. 
Besides, there are many other minor schemes including dams 
and diversion weirs on streams in hand. 

The Indian States Unions are also not behind in under¬ 
taking works of irrigation. Hyderabad, Mysore, Saurashtra, 
Gwalior, Travancore, Cochin, Rajasthan are all rapidly forging ahead. 

6. Some Important Multi-purpose River Projects. Until 

very recently the sole object of irrigation works constructed by the 
Government was to provide only irrigational facilities. A welcome 
change has occurred in the point of view and policy of Government 
after India became free. 

As a result of a number of consultations and conferences it was 
decided to set up a Central Waterways, Irrigation and Navigation 
Commission (CWINC for short) in 1945 This introduced a radical 
change in the policy of the Government. It was laid down that 
the scope of water exploitation would no longer be confined to the sole 
purpose of providing irrigation but would extend to other objects 
such as generation of electric power, navigation, flood control, con¬ 
trol of malaria, prevention ofhoil erosion, water-logging and so on. 

As a result of the new policy a large number of multi-purpose 
projects are under consideration and preparation by the CWINC 
which has become an all-India fact-finding, planning and co-ordi¬ 
nating organization in this respect. A few words about some of 
them will not be out of place here. 

( a ) The Damodar Valley Project . The Damodar river runs 
through Bihar and Bengal and falls into the Hoogly. A barrage 
is to be constructed at Durgapore, 15 miles below Raniganj. From 
there two canal systems will take off on either bank of the river 
irrigating an area of 863,000 acres.. The main canal on the left will 
be navigable from Raniganj to Calcutta. Silt clearance of all chan- 
nels will be arranged for sanitary drainage and control of malaria. 
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Increased production is valued at Rs. 6 orores a year. Nearly 

300,000 kilowatts of electric power will also be available at cheap 
rates. 

(6) The Kosi Project will cover parts of Nepal and Bihar. A dam 
750 feet high will be constructed across the Chatra gorge in Nepal 
which will trap all harmful sands and"store 11 million cubic feet of 
water. At the site of the dam a power plant generating nearly 1*8 
million kilowatts will be erected. Two barrages will be constructed, 
one inside Nepal and the other at the Nepal-Bihar border with 
canals. Irrigation will cover one million acres in Nepal and two 
million acres in Bihar. The scheme will give navigation facilities 
from Calcutta up to the Ganga and further through the K.osi reser¬ 
voir up to a short distance of Khatmandu. 

(c) The Mahanadi Valley Project will comprfte three dams, one at 
Hirakud near Sambalpur, the second at Motra at Tikarpara 130 miles 
down and the third at Naraj near Cuttack. The irrigation will cover 
2J million acres in Bihar and Eastern States. Nearly half a million 
kilowatts of power will be generated. Further navigation over 
300 miles distance from Hirakud up to the sea will be provided. 

(i d) The Bone Valley Project will provide dams across the main 
stream and the tributaries. The Pipri dam on the Etihand tributary 
is being proceeded with by the U. P. Government. The scheme will 
generate 150,000 kilowatts of power. Irrigation will benefit Bihar 
down the canal system of the Sone. Navigation will be possible 
over a considerable distance up the Sone in conjunction with the 

Ganga. 

(e) The Narbada and Tapti Projects will provide perennial irri¬ 
gation for cotton, wheat and other cereals. There are possibilities 
of power development also. Navigation will be available practically 
throughout the two rivers. The areas affected are U. P., C.P, 
Berar and some Indian States. 

(/) Bhakra and Nanjal Projects. After protracted negotiations 
with a number of States, the projects have been taken in hand. The 
first involves the construction of a 480-ft high dam across a gorge 
in the River Sutlej at Bhakra and creation of a reservoir, with a capa¬ 
city of 3*6 million aore feet capable of a mean discharge of 6,600 
cusecs per second for a period of 270 days—the dry part of the year. 
The irrigation system will consist of 200 miles of lined canals and 
a network of distributories commanding a total area of about 4‘5 
million acres of land. The scheme will also generate 1,60,000 kilo¬ 
watts of electricity with an installed capacity of 3,20,000, kilowatts 
at a total cost of Rs. 70 orores. 

The work of designing the dam has finally been entrusted to a 
firm of American consulting engineers headed by Mr. Savage who is 
generally considered the biggest living authority on high dams and 
has already designed marvels like the Boulder Dam in the U. S. A. 

The work on the Bhakra Dam has commenced in earnest. 
Funds have been allotted by the Central Government and steps are 
being taken to obtain the required plant and machinery. Work on 
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the*Nangal Power project, which comprises a weir across the River 
Sutlej eight miles below Bhakra and electricity from which is essen¬ 
tial for the construction of Bhakra, is progressing satisfactorily. 

7. Appreciation of Government Irrigation Policy. India 
is fortunate in her immense water and hydro-electric resources. But 
not more than 6% of her water is hitherto utilized. The rest runs 
to waste. Large areas all over the country are lying as culturable 
waste, others produce poor crops for want of irrigation facilities. 
Besides, the total installed capacity of hydro-electric power is not 
more than half million kilowatts while her potential is estimated 
to be no less than 40 million kilowatts. 

The foreign Imperial Government did not do muoh to utilize the 
potential resources of India. India is fortunate in at last having a 
National Government which is giving irrigation and hydro-electric 
projeots its best attention and their execution the highest priority. 
These projeots are going to play a very important part in raising 
the per capita production and the standard of living of India’s teem¬ 
ing millions and will thus lay by the ever-present bogey of famine as 
well as change the present food deficit into a surplus. All these 
projects, some of which have already been taken in hand and others 
are in the process of being investigated and surveyed, will add over 
27 million acres to India’s existing irrigated area-and will add about 
nine million kilowatts of hydro-electric energy to the existing half 
million. They^will also give us facilities for navigation, fish culture, 
control over floods in monsoon seasons, reclamation of water-logged 
lands, recreation, etc., and will thus bring about no less a revolution 

in the life of the people than the Tennessee Valley Authority in 

the U.S.A. f , . , 

• •• • • . • 

No doubt they involve expenditure of hundreds of orores of 
rupees during the next ten years. They will ultimately give an 
added stimulus to trade and industry and provide employment for 
lakhs of people who are at present either unemployed or under-em¬ 
ployed. Through the increased property and taxable capacity of the 
people, the Government of India will gain an enhanced income to 
meet its greater responsibilities and activities. 

• A * 1 > i f t # 1 ■ • • * i » « . , 

8. Dangers of Irrigation. Construction of large irrigation 
projects have not proved an unmixed blessing. Water logging and 
salt effervescence in certain areas have led to deterioration of the 
soil and creation of unhealthy surroundings. In West Punjab and 
Bombay, for instance, a good deal of land has become unfit for 
cultivation due to this reason. It has been due to the rise in the 
water level the effects of which appear in two forms : (») saturation 

°* tbe 8011 looaHy known as Sem, and in worst affected areas the 
appearance of water on the surface and formation of jheels ; lit) oon 

option of salts io the upper layer, of the soil, locally kno„n £ 
According to Prof. Brlj Narain, the approaoh of the danger i. 
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marked by the following stages :— * 

(i) For one or two years barani crops are unusually successful 
and there is spontaneous growth of the rich maina crop. 

(it) In the third year patches of kallar begin to appear on the 
affected fields and seed d^es not gerniinate on these patches. 

(tit) Yield begins to diminish and the patches extend till they 
cover the whole field, (iv) Depressions in close proximity to the 
canal remain permanently damp and have water of a rusty colour, 
(v) The spring level rises and comes closer up to the surface of the 
land. (<n) Houses in the abidi begin to crumble to du9t and event¬ 
ually collapse, (vit) An obnoxious odour is emitted by abadis and 
the drinking water tastes raw.” 1 

What happens actually is that the salt of the soil come up to 
the surface with the rise of the sub-soil water level. The canals act 
in two ways in causing this phenomenon. They intersect drainage 
lines and cause rain or flood water to be held up. Secondly, they 

cause their own water to fall vertically until it reaches the spring 

level “If the sub-soil outflow is not enough to balance the inflow, 
the spring level rises being drawn up by capillary attraction and 
all the salts of-the earth come to surface and make the land unfit 


for crops.'* 

The remedies usually suggested for this phenomenon are : (a) 
Pumping out of w»ter by tube-wells and other methods of drainage. 
(b) Proofing of canal beds by concrete. But this does not affect the 
channels. (c) Opening out of closed and obstructed drainage. 
But this may involve the remaking of the whole canal (d) Re¬ 
placing canal irrigation by well irrigation. This would be very 

2Tmminent. (e) Prevention of over-irngation. by changing the 
svstem of supply, to force the cultivators to economize water. The 
present system of supply leads to over-irngation. Charge for water 

matured The sale of water by volume has not been tried but it 
is held that it would make the cultivator economize wa ,er. 

Q Water Rates. A few words may be said about the fixing of 

SS 

s 1 rnrvEifbrs * s P — ^ 

canal water. Ih^ interest on capital sunk in canals, 

to the Government mdud.ng lotoMst on cap h lower 

and their naintenanoe charges. Lhia will come 

asset; : S 

Ke people while the riverjr^ 

- Brior oi n —Indian Economic Life, p. 383. 
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Authoritative estimates made by the various Provincial Bank* 
ing Enquiry Committees in 1930 are tabulated below :— 

Province Total debt Average per Value of 

agriculturist principal crops, 

1928-29. 


« • 

Rs. 

Crores 

Madras 

• • • 

150 

Bombay 


81 

Bengal 


100 

U. P. 


124 

C. P. 


36 

Punjab 


135 

Bihar and Orissa 


155 

Assam 


22 

Total 


803 


Rs. 

Rs. Crores 

50 

180*7 

49 

120*5 

31 

232-5 

36 

140* 

30 

68*7 

92 

70-7 

31 

135*7 

31 

••• 

—. • ■— “ 

“OSS's 


In the Punjab, debt is the biggest per agriculturist and is almost 
double the value of principal crops on the basis of 1928-29 prices. 
During the depression the prices fell by about 50 per cent. Henoe 
the burden of rural debt in India, even assuming that no new debt 
was incurred, must have doubled. Dr. Mukherjee estimated it to 
be Rs. 1,200 crores in 1935 and Mr. E. V. S. Mainam’s 1 estimate 
put it at Rs. 1,800 crores. According to Dr. P. J. Thomas 1 even 
by 1933, the real burden must have reached Rs. 2,200 crores. In 
recent years prices of agricultural products have advanced 
considerably. The burden of debt may have decreased. But the 
rise in prices has mostly benefited the larger landlords who have 
surpluses to sell. The ordinary peasant has suffered more from 
inflation than he has gained. The Bengal Famine Commission 
were also of the same opinion. They concluded in 1945 that small 
holders as a class had not gained materially. Of course those who 
supplemented their income by other forms of labour benefited as 
wages were high, But as they had not much surplus to sell to pay 
back their debts and as the prices of the consumer goods they need¬ 
ed were high, as a class - their debts would not have been re¬ 
duced substantially.- Only extended enquiries could give a full 
picture of the total effeots of high prices on rural indebtedness, 8 but 
the Reserve Bank holds that “the agricultural debtors were enabled 
to pay off their debts either out cf their increased incomes 
or by the sale of a part of their lands....Thus not only were the over- 
dues due to the banks and societies rapidly paid, but there were even 
ihstances of advance repayments in large numbers in many pro¬ 
vinces.” 4 


It is, however, not so much the amount of debt that is so serious 
as the fact that most of this was incurred for unproductive purposes. 
According to the Banking Enquiry Committees, the percentage of 
unproductive debt to total debt in the U.P., Bengal and Bombay was 

^■» 

1. " Essentials of Rural Development’*—Paper contributed to the World 
Co-operators* Conference, 1938, p. 23. 

2. Economic Problems of Modern India, op. cit., p. 176. 

3. Final Report, p. 3C0. 

4. Review of the Co-operative Movement, 1939-46, op. ciU, p. 29. 
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70 per cent and in Madras 60 per cent. According to Darling, only 6 
per cent of the debt in the Punjab was incurred for land improve* 

ment. 

5. Causes of Indebtedness. For a debt to arise the following 
conditions must be present :— • , 

(a) Fxistence of torrowers with need to borrow and security 
to offer. 

(6) Existence of lenders with capital to lend and willingness to 
lend. The willingness tr> lend depends ufon (i) the security offered 

by lie borrower and (it) the existence of law and courts to which 

recourse may be had to realize the debt. 

Though the peasant has always borrowed hut his indebtedness 

was not a serious problem before tie establishment of the British 
rule. This was because (a) there was little accumulation of capital to 
lend, ( b) there was little surplus from which a loan could be repaid, 
(c) there was practically no security to offer and (d) there were 
no sure means of enforcing recovery against a recalcitrant borrower. 

The advent of the British rule in due course changed all this. 
“The land far from being a burden entailing the satisfaction of a crush¬ 
ing State demand, became a valuable property ; improved commu* 
nications opened up markets for the sale of surplus produce I, ...pro¬ 
perty of all kinds rose rapidly in value. Further the introduction 
of fixed laws and the general security following th e enforcement 
of order, rendered the land available as the ultimate seCTrityfi or 
loans. Another factor of great importance was the growth of a 
money economy and the increase of wealth as trade developed. 

it moneylender n at the zenith and multiplied and prospered ex- 
Ceedl ThoB the advent of British rnle increased the opporlimUia for 

borrowing and Imding Th. - 5 

STe"^ra T Xnt re hS' have contributed to make the 
burden of debt more reriou. than it might have been. 

We may now summarize the causes of indebtedness of the pea- 
s.nt Th“m am seven main reasons why the peasant-propneter is 

uneconomic unit. It w eph P f ^ d floods do not allow him 
* “ap‘."J "bourn He has very few implements**! 



>• SS-Tb D ' U ‘ P ' 
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out borrmving^^^ ba of skia and bone There is not en¬ 

ough food to fatten them. They die in numbers from drought and 
disease As the peasant has no resources to fall back on, he is com¬ 
pelled to resort to the money-lender. 

q His ingrained improvidence, the effects of whioh are greatly 

aggravated by insecurity of crops. The peasant is very fond of 
Nation Mr. Tarlok Singh carried out an enquiry in 38 representa¬ 
tive villages in Hoshiarpur Distriot of East Punjab in 1938 and found 
that out of every seven families two were engaged directly in litiga¬ 
tion. 1 Thus litigation is an important oause of debt. 

4 His extravagant expenditure upon marriage and other do¬ 
mestic ceremonies. This is rarely the nucleus of a peasant’s indebt¬ 
edness although it is a fairly important item in his total debt. 

5. The vioious system of business of the money-lender which 
we have disoussed at length. 

6. The inflated values of land and its produce whioh tempt the 
peasant to borrow and the money-lender to lend. 

7 Land revenue is quite a heavy sum for the small holder to 
oav He has no cash resources. Very often, there fore, he is com- 
polled to borrow to make the revenue payment, even though it 
averages only about Bs. 2 per acre against a debt of Rs. >1 to 92 
per cultivated acre. It may not be a “primar^ause of debt” but it 
certainly serves as an oooasion for borrowing. 

M r . Thorburn found in 1896 that 12 per oent of the debt was 
borrowed to pay land revenue in the area of his enquiry in the Pun¬ 
jab Punjab Co-operative Societies reports show that about 16 per 
oent of the money is advanced for the object of land revenue pay¬ 
ment. Sir T. Hope, a Bombay Revenue Officer, deolared in 1879 that 
“ to our revenue system must in oandour be ascribed some share 
in the indebtedness of the ryot.” 3 A commission reporting in 1892 on 
the Deccan A g riculturists Relief Act wrote : “ The rigidity of the 

present (land revenue) system is one of the main causes whioh lead 
the ryot of the Deccan into fresh debt.” 3 Mr. Calvert is of the 
view that in the Punjab, in the earlier days of British administration 
when l and revenue was rigidly fixed and realized, it was a reason 
which induoed the oultivator to borrow. “ From 1882 onwards,” 
he adds, “ successive steps have been taken to render the system 
more elastic and more adaptable to the variation in the harvest.” 1 
But still the system is open to oritioism. 


1 . 

2 . 

S. 

4 . 


Poverty and Social Change, by T. Siagb, I.C.S., p. 174, 175 F, 
Ibid, p. 251. 

Quoted by Palme Dutt, op. oit. p. 206. 

Oaitert, op. oit»'p. 258. 
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We may, therefore, conclude that the land revenue system in 
India ia one of the causes of indebtedness, though it may not be 
one of the moat important ones. 

6. Results of Indebtedness* Money borrowed for productive 
purposes results in increased prosperity. Such a loan is a blessing. 
Used for unproductive purposes, as most agricultural loans are, 
a loan is an everlasting curse, an ever-increasing burden, a perma¬ 
nent inoubus and it leads to all kinds of evil consequences,—eco¬ 
nomic, social and moral. 


(i) Economic Consequences. Indebtedness leads to agricultural 
Inefficiency. When the cultivator finds that all his additional 
efforts merely fill the pockets of his creditor, he loses all interest in 
improving his position. Productivity of land thus decreases. If 
the debt brings about mortgage and sale of land, as it has done in 
all parts of the country, 1 it means an increase in tenant cultivators 
and landless labourers, which is certainly not conducive to im¬ 
proved cultivation. In the marketing of his produce also the pea¬ 
sant suffers if he is a debtor. He usually has to sell his produce to 
his creditor on the latter’s terms. This means not only lower 
monetary returns, but it also acts as a barrier in the way of im * 
proving marketing methods through co-operative sales. No agri¬ 
cultural progress is possible for an indebted peasantry. 


(«) Social Consequences . Friction arises between the creditor 
and debtor classes. The increase of a landless class with no ave¬ 
nues of employment creates social discontent and political agitation. 
Communism finds a fertile ground in such conditions. Statistics 
ahow that landless labourers are on the increase in India. In 1921 
they were 291 for every 1,000 ordinary cultivators, in 1931 their 
number increased to 407 per 1,000 cultivators. 


(m) Moral Consequences . These are the worst. The culti¬ 
vator loses his ancestral property and in many cases, his economic 
freedom. In certain provinces oases of such servitude exist. In 
Bihar and Orissa Kamiauti 1 agreements and in Madras the Pannalyal 
avstem have created conditions of practical servitude for labourers. 
.? In both cases/ 9 says Prof. P. J. Thomas, “ a labourer borrows a 
small sum of money to celebrate a wedding or funeral, but in return 
he has to work for the lender, receiving a bare pittance for his live¬ 
lihood. He can never be expected to save up the amount needed, 
and therefore the transaction becomes an indenture for life. A 
gfmjjar system prevails in the Central Provinces. 

, In Bombay, the agriculturist. lost nearly 5 million aores of land to the 

g.tweenl92a and 1837. This is illustrative of the tendency 

“i&’rihjiilnd i.w. ..db. 

2 Kamiauti agreement, were deolared illegal by an Aot in 19 20. “ But 

the Agricultural ConmisBion, “that the K*mta is too 
to.” th. Aot h„ pro.od inoHootlvo.” Rop«. 

485 S. Mulcherjee—Beonomic Problem* of Modem India, Vol. I, p. 172. 
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_ _c RAllef. The problem oan be attaoked from 

* ^TiJta^settlement of old debts and control over new borrow- 
hagwWoh involtes creation of credit agencies for productive borrow- 

ing. 

a) Settlement of Old Debts. It is obvious that unless the crash¬ 
ing burden of existing debt (mostly ancestral) is reduced, there is no 

hope of any agricultural advancement. One remedy is to declare 

K debtor insolvent where his assets fall short of his^ liabi it.es. 

« No one desires to see a wholesale resort to insolvency, wrote the 
Royal Agricultural Commission, “and no one, we trust, desires to 
witness a continuation of a system under which innumerable 
™*mle are born in debt, live in debt and die in debt, passing on 
their burden to those who follow.”* The Central Banking Enquiry 
Committee agreed with this view and suggested oertain speoial 
provisions in the proposed Rural Insolvency Aot. 

In some provinces legislation has been passed in recent years 
permitting declaration of insolvency under certain conditions and 
moratoriums, and liquidation and conciliation of debts in others. 

We shall discuss them one by one. 

(a) Moratorium. Moratorium implies staying of proceedings 
in courts with regard ti the recovery of debts. Grant of 
moratorium was one of the earliest measures taken by provincial 
Governments to protect the agriculturist debtors during the de¬ 
pression. The idea was to prevent a rush of suits and a wholesale 
execution of decrees. Such measures to stay execution of decrees 
on debtors’ properties and to prohibit evictions by landlords were 
adopted in the U.P. in 1932, in the C.P. in 1934 and in Bombay in 
1938. In other provinces, too, Debt Relief Acts provided for staying 
proceedings in suits and decrees, if debtors applied for conciliation 
of debts. This indirectly meant grant of moratorium in respeot of 

their loans. 


(6) Compulsory scaling down or liquidation. Suoh measures are 
contained in the Madras Agriculturists Relief Aot (1938) ; 
Central Provinces and Berar Relief of Indebtedness Aot (1939); 
The Bombay Agricultural Debtors Relief Aot (1939) ; The U. P. 
Agriculturist Debt Redemption Aot (1939), and the Sind Agricultur¬ 
ists Relief Aot, 1940. Some Indian States like Bhavnagar, Mysore 
andTravancore have also adopted similar measures. 

The main objects of these Acts were : 

(«) Reduction of outstanding debts so as not to exceed tw ioe 
the original principal, less all payments received by the creditor in 
the past. 

(**) Reduction of arrears of interest on debts inourred during 
the period of depression. 

(<U) Fixing of the rate of interest for subsequent years. 


1. Report, pp. 440-41. 
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It is not possible here to desoribe, in any detail, the methods 
adopted in all the above legislative measures. Only their central 
ideas may be noted :— 

The Madras Act was the most radical. It wiped out all arrears 
of interest outstanding on October 1, 1937 ; only the principal 
had to be paid. In future debts the rule of damdupal 1 was to be 
applied. The maximum legal rate of interest was fixed at 6J per 
oent but it oould be altered by provincial Governments. 

The C. P. and Berar Act provided for Debt Relief Courts in 
place of the Old Debt Conciliation Boards, and gave graded relief 
to the debtor based on the estimated fall in the value of land in 
respect of the principal of the debt. 

The Bombay Act aimed at reducing indebtedness of genuine 
agriculturists, and provided compulsory scaling down of debts 
through Debt Adjustment Boards constituted for this purpose. 
These Boards work under Civil Courts. The reduced debt is to be 
paid by easy instalments. 

According to the U.P. Act, the creditor is to be paid not more 
than twice the amount of the principal borrowed, minus all the 
payments received by him from the debtor in the past in connection 
with the transaction under consideration. 

(e) Debt Conciliation Legislation . Conciliation involves volun¬ 
tary settlement between the debtor and the creditor, with the help 
of specially constituted Conciliation Boards. Legislation in this 
connection is largely based on the recommendations of the Central 
Banking Enquiry Committee and was necessitated by the disastrous 
fall in agricultural prices during the Depression. The lead was 
given inthis type of legislation by the C. V. which passed the Debt 
Conciliation Act in 1933. This was followed by the Punjab (Relief 
of Indebtedness Act, 1934), Bengal (Agricultural Debtors’ Act, 
1936), Assam (Debt Conciliation Act, 1935), Madras (Debt Concilia* 
tion Act, 1936) and Sind (Debt Conciliation Aot f 1939). 


Though differing in details all these measures have certain 
common features. Tney all provide for the establishment of Debt 
Conciliation Boards of from 3 to 9 members, representing debtors 
and creditors. Tne chairman is an officer of the Government. 

Their jurisdiction is sometimes limited e.g., in the Paajab, it is 

Rs 10 000. Co-operative debts are excluded, but they can be includ¬ 
ed in the 0. P. and Madras with the approval of Registrars of Co¬ 
operative Societies. 

A debtor or any of his creditors may apply to the Board fo r 
♦h* settlement of debts. Notice is then issued to every creditor t o 
niihmit a statement of debts owed by the debtor in question. 
The oarties then explain their oaso. In the Punjab and Assa m 
lawyer* are allowed, m the 0. P. they are ait. The Board oan on ly 


i-Under Una priaoiple the total liability of t,hi debtor is not allows d to 

i double the sum borrowed i total interest paid oaanot exceed the total 


principal borrowed 
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LgardtothepayKgcapacity of the debtor. These usuaUy ra D ge 

over a period of 15 to 20 years. 

Repayment of the conciliated debt is the etui of thewhole 
., OT f Tf ,- R Tifireeearv therefore, to devise suitable modes ol 

payment. Government is not in a position to shouWer the rMponsi- 
bihtv Land Mortgage Banks run on co-operative lines seem to be 
the best agency for this purpose. Such banks have already been est- 

ablished a g nd are doing good work in the C.P./“^fn^the^entS 

Provinces, the Punjab, Bengal and Assam. As a result of t he scaling 
down of debts and higher prices in war years, advance ^ payments 

defects have been, however, discovered m the working of the 
Acts. They exclude certain classes of debts like rent debts, 
co-operative debts, trade debts etc. Illiterate debtors some¬ 
times fail to give the names of all their creditors to whom 
notice cannot be sent. Then there are fraudulent practices like false 
transfers and bogus mortgage deeds which hamper settlement. 
There is no provision in most Acts for settling debts of individual 
debtors in case of joint debts unless ill the debtors apply. Members 
of the Boards are sometimes corrupt and inefficient. Such detects 

should be eradicated. 


(2) Regulation and Control of New Borrowing. The second 
approach to the problem of indebtedness is to create conditions 
under which unproductive borrowing is discouraged. . This means 
that the borrower should be educated so as to acquire a greater 
sense of responsibility and foresight. This can be done by intensive 
propaganda and gradual spread of primary education. Village 
Panchayats can do a great deal in this connection. 


But mere persuasion of this kind may take long to produce 
results. The peasant must be saved from himself. This can 
partly be accomplished by measures to limit, his credit. We have 
seen that borrowing increased after land became valuable, and 
offered greater security to the .lender. Credit can. be reduced, 
therefore, by putting limitations on the transfer of rights in land. 
Besides, the temptation of the money-lender to lend can be reduced 
by restricting his power to attach peasant’s property or getting 
him arrested. In addition, his system of lending can be so regulated 
that fraudulent practices become impossible. This can be done 
by forcing him to keep proper accounts and to keep the debtor 
informed of the latter’s liabilities by fixing a maximum rate of 
interest, by taking out a licence. r Suoh measures have been intro- 
duoed in various provinces and if they are properly enforced 
borrowing for unproductive purposes will be definitely discouraged. 
We now proceed to consider these measures in greater detail. 
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8. New Agencies for Rural Credit. 1 Tbe Indian cultivator is in 

debt as his income is low. Being in debt his credit is poor, hence 
the rate of interest is high. Low income, heavy debt, dear credit 
are a chain of cause and effect. Dear credit means low income and 
again the vicious circle starts. The problem of improving the culti¬ 
vator's income must be tackled from all the various angles we have 
considered. One of these is cheaper credit. On analysis we find 
that the peasant needs long-term, intermediate and short-term 
credit. Lorg-term credit is indeed for introducing perma¬ 
nent improvements, purchase of more land or paying off old 
debts. Twenty to thirty years is the usual period. Shortterm 
credit is meant to provide seeds and manures, articles for personal 
consumption or for harvesting and marketing of crops. Such loans 
are seasonal in character and are not needed for more than 6 to 9 
months. The duration of the intermediate credit is 2 to 4 years. 
It is utilized mainly for consumption purposes but it is also used 
for purchase of cattle and implements. 

The distinction between short-term and long-term credit is 
gaining ground in India in recent years. For lack of it many co¬ 
operatives failed here, because they did not realize the need for 
lending money for short periods only. They wrongly followed the 
policy of borrowing short and lending long and came to grief. 

In a country of small holdings intensive cultivation is impera 
tlvely needed. This calls for investment of much capital. "What 
we need most in the field of credit today is, so to say, a system for 
better financial irrigation." Money is always cheaper in bigger 
centres than in villages. There i9 a plethora of funds in Bombay, 
Calcutta and other big places. Rural areas have not benefited 
from growth of modern banking in India and are starving for want 
of capital. Anti-money-lending legislation has also resulted in an 
exodus of funds from village to town and, thus, increased the 
scarcity of capital. 

The Government of India could borrow cheap loans at the 
current rate of 2\% to 3% and utilize the funds for long-term 
investment in agriculture. Land Mortgage Banks could be entrust¬ 
ed with this task and conditions and rates of loans prescribed. 
Loans could be granted to cultivators for repayment of debts to 
money-lenders after these debts have been scaled down or for 
investment in land. Measures could be adopted to insure that 
these loans were utilized for the purpose for which they were 
granted. This policy would lead to a direct transfer of funds from 

urban to rural areas. 

Another suitable device would be to persuade Joint Stook 
Banks to supply oheap money to the peasant. These banks have 
been opening branches all over the countr / during war years. This 
a to the good, hut to supply oredit to the rural areas these branohes 

_ _ __ jmmmmimi ■ ■ ■ ■ i 

1 For a fuller treatment the reader is referred to the N.P.C. Report on 
Rural Marketing and Finance. 
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(a) 

ib) 

(c) 

(d) 


should be as cheap as a village money-lender 8 staff than a 

manager and a clerk-nm-peon. Secondly, f e ^ks and 

mehts -which would be acceptable to the co F Q Railway 

receipts, crop-bills and warehouse bills would serve the purpose. 

Difficulties inheiefit in the Reserve Bank ^ removed 

of rural finance. At the same time the possibilities1 of ® rea *’ ng dit 
new agencies outside the present frame-work of c - p 
may te considered. They are :— 

a better type of Land Mortgage Bank with more State aid. 
State banks for advancing long-term agricultural loans. 

Thrift^Institutions of the type of Trustee Savings Banks 
Great Britain. 

9. Restrictions on the Borrower. The most important of 
these are restrictions on the transfer of land. An ou 8 

example of this kind of legislation is the Punjab Land Alienation 
Act of 1901, amended in 1907 and again m 1938. A similar Act 
was passed for Bundelkhand (U. P.) in 1903. Restrictions on the 
alienation of land by aboriginal tribes exist in the C.P. and Bombay. 

The Punjab Act led to a great controversy which is still not 
entirely dead. “In accordance with its provisions,” in the words of 
the Agricultural Commission , “the chief ancestral cultivating classes 
have been notified as falling within the restrictions imposed. . Mem¬ 
bers of the Notified Tribes are grouped by districts and within such 
groups alienations are left free, subject to the ordinary customary 
law of the tribe ; sales and mortgages by members of a £r°up 
any one not such a member are restricted by the Act.*. The Com¬ 
mission * found that the Act had achieved its main object of 
restricting the transfer of agricultural land from agricultural to 
non-agriculture 1 classes. This was the evil in the Punjab that had 
called forth the Act. 

The opponents of'fche Act predicted many consequences. The 
value of land would be depreciated, the provisions of the Act 
would be disregarded or evaded, the money-lenders trade would be¬ 
come impossible and tike borrower would be pinched. In point of 
fact all these gloomy prognostications proved groundless.” 2 Some 
evasion, however, took: place through benami transactions by which 
transfers were nominally made in favour of an agriculturist while 
the real benefit was received by the non-agriculturist money-lender. 
Such transactions wore made illegal by an amendment in 1938. 
Another amendment in the same year, put the agriculturist money¬ 
lender on exactly the si ime footing as the non-agriculturist money - 


1. 

2 . 


Report, p. 420. 


ivepo 

Calve 


yett, op. ©it., j 168. 
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lender. Land now cannot be tr ansferred to either in payment 
of debt. 

The most common criticisms of the Act are : (i) Before the 

partition of the Punjab and cross-migration of populations from 
East to West Punjab and back, it was claimed that it was a com¬ 
munal measure meant to help the Hindu against the Muslim. That 
argument has no force now. 

(it) It has failed in its real object as it has merely changed 
masters for the poor agriculturist. Now the agriculturist money¬ 
lender (in place of tl e non-agriculturist ene) is rapidly buying up 
his land and reducing him to the status of a tenant. It is said in 
reply that the Act was never intended to stop all transfers of land. 
Transfers of uneconomic holdings to form parts of economic ones 
would be benefioial. Moreover, inquiries into sales by members of agri¬ 
cultural tribes do not show that large owners are buying up small 
owners to any appreciable extent. Finally, the amendment of 1938 
puts the agriculturist money-lender on the same footing as the 
non-agriculturist one. 

(Hi) It prevents urban capitalist classes from investing money 
in agriculture thus retarding progress. t€ In* Germany,” says 
Darling, “rural movements owe much to men who were not agri¬ 
culturist s.” 1 The Punjab experience is different. Here the non- 
agriculturist landlord does not cultivate land himself and “ does not 
invest any oapital in improving it.but contents himself with ob¬ 

taining the best rent he can.” 2 * The non-cultivating owners have 
not shown any marked interest in agriculture, beyond planting a 
few gardens.” 2 They seldom cultivate their own land, but let it to 
the agricultural tribes on rent ; “ this should be proof enough of 
their own belief as to who is best to cultivate it.” 4 

In addition to the restrictions on the transfer of land there are 
legal restrictions on the attachment of other forms of property. 

For instance, the Code of Civil Procedure was altered, in order to 
exempt from attachment or sale agricultural tools and implements 
and cattle necessarv for tillage as well as agriculturist’s house. The 
agriculturist debtor was exempted from arrest for debt. He was 
also allowed to repay his debt by instalments. 

10. Restrictions on the Lender. The restrictions on the bor- 
rower are in a sense also restrictions on the lender, because they 
make the latter more oautious In lending when repayment is not 
easy. But there are some direot restrictions on the money-lender 

as well. They are , , 

(i) Provisions for the registration and licensing of money-lenders. 

(»») Regulation of accounts. 

(m) Limitation of rates of interest. 

(iv) Miscellaneous provisions._____ 

1. Darling, op. cit., p. 188. 

2. Calvert, op- oit., p. 271. 

8 & 4 Ibid, p. 274. 
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The above provisions are contained in a number of Aots passed 
by various provinces. An important piece of legislation in this 
direction is the Usurious Loans Act, 1918, passed by the Central 
Government. It aimed at fixing a maximum rate of interest. One 
important feature of the Act was that the oourt could reopen old 
transa otions and inquire into the equity of terms. The Agricultural 
Commission and the Banking Enquiry Committees, however, found 
that the Act was a dead letter. In reoent years it has been amend¬ 
ed by several provinces (like Bengal, Assam, C. P., Punjab, U. P., 
Madras and Bihar) with the objeot of making it incumbent upon the 
courts of law to reopen the account and reduce the rate of interest. 

Other laws were passed by provincial Governments with similar 
objects. 1 We shall discuss them all together. 


(») Registration and Licensing of Money-lenders. The money¬ 
lender has to get himself registered and to obtain a iioenoe in C. P. 
Bihar, Bengal, Bombay, U. P. and Punjab. In case of dishonesty 
a licence oan be cancelled. A money-lender not taking out a Iioenoe 
can be punished with a fine in C. P. while in Bihar, Bengal, U. P. 
and the Punjab he cannot ask help from oourts to enforce his claims. 
It is difficult to enforce registration and licensing. Supervision by 
inspectors as in the U.S.A. oan ensure better observation of the law. 


(*"*) Regulation of Accounts. The money-lender has to main* 
tain regular aooount books and to furnish his debtor with a periodio 
statement of his liabilities with respeou, to principal and interest due 
on each loan. In Assam and Madras, suoh a statement is to be sup¬ 
plied only on demand by the debtor. He must also furnish receipts 
of payments reoeived by him. Penalties ( usually loss of interest ) 
are provided for failure to keep aooounts. Entry of fiotitious 
amounts as debt is declared illegal and punishable with fine in Assam 
Bihar, Orissa and the U. P. * 


It has been seen, however, that the law is usually disregarded 

in practice by the money-lender (Punjab) and is rarely enforced bv 

the debtor (C. P.). The debtor’s urgent need and his ignorance of 
his rights make the law ineffective. 


(Hi) Limitation of-Interest Rates. Maximum rates of inters 
that oan be charged are fixed by legislation. Distinction is made 
between se cured and unsecured loans. Unsecured loans usually pay 

!• A list of these Aobs accordia* to provinces is given below •_ 

THE PUNJAB: The, R,gal«lSa "5^30?SlW of ladeb 

Money-leaders*Aot,' iX.^’ Pf ° b90ti ° a **££££$ 

BENGAL : Money-lenders’ Act, 1933. 

C.P.: Money-lenders’ Act, 1934; Reduction of Interest Act lo-m. » . 

tion of Debtors’ Aot, 1937. merest Aot, 1930; Proteo* 

U.P.: Agriculturists’ Relief Act, 1934 ; Encumbered a a 

Regulation of Sales Act, 1934 . states Aot, 1934* 

ASSAM ; Money-lenders’ Aot, 1934 . 

MADRAS : Debtors* Protection Act iqqa. a _ , 

— BIHAR : Money-lenders’ Act, 1938 * ^ ° U turiflts belief Act, 1938* 

ORISSA: Mouby-lenders’ Abt, 193a! 
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a higher rate. In some provinces (Bihar and Assam) oompound inter- 
est is prohibited. In the U.P , Government notifies rates from time to 
time in the light of conditions in the money market. In the Punjab on 
secured loans’ the maximum rate is 12 per cent simple and 9 per cent 
compound interest and on unsecured loans it is 18£ and 14 per cent 
respectively. The highest rates are allowed in Bengal being 15 per 
cent simple and 10 per cent compound on secured and 25 per cent 
simple and 10 per cent compound on unsecured loai s. 

■‘ In most provinces ^ Assam, Bengal, Bihar, the C P., Madras, the 
U P., and the Punjab), the principle of damdupat is adopted accord¬ 
ing to which the total interest of a loan cannot exceed its principal. 

It is very difficult to enforce interest rates. The lender can al¬ 
ways charge a higher rate from a needy borrower either by an 
agreement out of court or by entering as principal a sum bigger than 
is actually loaned Such abuses have already come to light in Bengal, 
the U P and Madras. V igorous propaganda is needed to inform tne 

cultivator of the existence of protective measures. 1 

(iv) Miscellaneous. Other provisions relate to protection oi the 

debtor from intimidation and molestation (as in C. P., Bengal, and 
U. P.). Others exempt his holding from attachment and sale m pay¬ 
ment of the debt—as in the Punjab, Bihar, and the U. P. 

11. Debt Legislation in the Punjab. There f ere * n "“ber of 

auch laws passed for the Punjab combined. They apply to East Punjab. 

it) Regulation of Accounts Act, 1930. Under this Act the cre¬ 
ditor is required to keep regular accounts and to furnish at the end 
of every six months a statement to every debtor. If he fails to do 
so either whole or part of the interest due on a loan and the costs 

nn the law suit may be disallowed by oourt. . 

(ti) The Relief of Indebtedness Act, 1934. The mam provisions 
, th V a Ac t ^ • (a) A person owing Rs. 250 and over can apply to be 

he summirir administered i.e , without appointing a receiver or 
publishing certain notices. (<=) Interest is to be deemed excessive 
bv the court if on seoured loans it exoeeds fixed limits. '^^hoac 

“ cedure^oUowed by thf Conciliation Board has been detailed in 
procedure fo lowed^ oy inoip le of damdupat is accepted. 

tfinalv an agricultural debtor may at any time deposit in 

(/ ) to ina * ® l r -li or oar £ payment of his debt for pay- 

Znl W “hTs°orS“tor y . and from that date interest ceases to run on 

that deposit. p TOteclion Act, 1936. This Act provides that a 

n . 1 Court^can ordfr the attachment and temporary alienation of 

Civil Court can ora .. f debtora against whom a judg- 

the been pwfed). For execution the proceedings are trans- 

".and “Itltdtnrforthat period, not exceeding Id 

year ®:.o The. Land Alienation (StconiA'neni^eni)Act, 1938. 

- T. PP* 
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hole d in° la S: wfilTertt° n lc\° of 19oT^th Jrohib^d salesTf 
land by an agriculturist to a non-agriculturist. 

/„) The B Land AZtenafion (TVrird Amendment) Act, 1939. Th 

Act seeks to put the agriculturist money-lender on the same foot- 
intr as the non-agriculturist money-lenders so far as the acquisition 
of^land of the debtor by the creditor is concerned. The creditor can 
not buy the land of the debtor until three years after the payment 

0i th (^Registration of Money-lenders' Act, 1938. This Act requires 
all money-lenders to get themselves registered and take out a licence 
on payment of the fee that may be fixed. Failing this no court is 
to entertain any suit by a money-lender. The Collector may cancel 

a licence for a specified period for malpractice. 

(vii) Restitution of Mortgages Act, 1938. This Act extinguishes 

mortgages efFected before the Punjab Alienation of Land Act, 1901. 
Compensation may be paid under certain conditions. 

12. A Critical Estimate of Debt Legislation. The measures 
considered above have been variously viewed. On the one hand, 
they have been welcomed as blessings for the peasants, and f on the 
other, they have been regarded as a curse. The Punjab measures 
were called the “Golden Bills” and the “Black Bills” respectively by 
their supporters and opponents. The following points of criticism 

deserve attention. . , , . 

(i) The greatest objection advanced against debt legislation is 

that it has led to the contraction of credit in the rural areas. The 
Statutory Report of the Reserve Bank draws attention to this 
fact. “ In areas where such legislation is in force, it is 
said that the money-lenders have discontinued lending ^except 
to old and trusted clients and have restricted their loans to a mini¬ 
mum.” 1 2 The contraction of credit cannot all be attributed solely 
to debt lagislation. The economic depression of the ’thirties was 
also responsible for it to a large degree. Even if these measures 
were responsible for contraction of oredit, it was not an unmixed 
evil. We have seen that the major portion of the rural debt in 
India is incurred for unproductive purposes. If the money-lender 
has become more cautious—and that is one of the objects of this 
legislation—unproductive borrowing will be discouraged, and the 
oultivator will learn to live within his means. 

Further it is objected that the measures have enoouraged 
default of repayment of debt among the people. Even debts owed 
to Government and Oo-operative Societies were not paid in the ’thirt¬ 
ies. During the war years (1939-46) the rise in prices improved 
the repaying capacity of the borrower. Thus the overdaes went down 
from Rs. 11*2 crores to 1 Rs.~ 6*2 crores'during this period.* This 
proves that the peasant is prepared to pay if he can. The real 
trouble is that adequate arrangements do not exist to assist 


1. Statutory Report Agricultural Credit (1937;, p. 10. 

2. Review of the Co-operative Mo vement iu ladia, 1939-46. Agrioultura 

gtecfri Deptt. of-tbe Reserve Bank. - * ■ 
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the debtor in the payment of the reduced debts. The Establish 
ment of Land Mortgage Banks can supply this need. They can 
arrange tor cash payment on behalf of the debtor and realize the 
amount in small instalments over a period of say 20 to 25 years. 
Another way is for the Government to take over the debt directly 
and realize it {after it has been scaled down) with the land revenue 
over a period of 20 to 30 years. 

(in) It is also said that in some cases the resources of the 
debtor are so meagre that he is unable to pay even the reduced 
debt. For this a simple Rural Insolvency Act is necessary. There 
was an Insolvency Act passed in 1920, but it was intended only for 
debtors owing more than Rs. 500. The Royal Commission on Agri¬ 
culture recommended amendment enabling debtors of less than 
Rs 500 to have its benefit. This recommendation has been given 
effect to in the C,P. and Berar and the Punjab and Bengal. Similar 
Insolvency provisions should be made in all the provinces. 

(%v) Further it is pointed out (e. g. 9 C. P. Land Revenue Report, 
1937) that after the debt has been reduced and instalments nxea, 

the debtors find it difficult to secure new oredit, until the last in- 

stalment has been paid. To avoid this difficulty the Conciliation 
Board should allow adequately for the ourrent needs of the debtor 


while fixing his capacity to pay. .. . 

(v) Another line of criticism is that the limit of the debt which 

nan be conciliated is fixed too high in some provinces, eg., 

Rs 50 000 in the C. P. and Rs. 15,000 in Bombay. This is a minor 

matter and can be set right, if necessary, by an amendment. 

(tn) Further oritioism relates to the effeots of debt 

legislation on the Co-operative movement. Go-operative 

these Acts? In the Punjab* co-operative debts cannot 
be touched by the Conciliation Boards. In Central Provinces ^ an 

Berar, Madras, Assam and Bengal no settlement is valid without t. 
previous written permission of the Registrar. In Madras, t g - 
guitarist Relief Aot of 1938 does not apply to co-operative debt. 1 he 
Reasons for the treatment are obvious. Co-operative Societies keep 
recular accounts, and they are under Government supervision and 
Ihfv are not profit-making bodies. Moreover these advances eome 

.. mra mon fund of members and oonoession to some may b 

howXThTdebU^tation is not the 

final remedy for the evil of terest may be fixed, old debts 
may be regulated, maximu unless the baaio onuses that lead to 

the emergence of tins ev 1 “X, permanent onre in- 

ge.r.b.b.Utatmn^and -rganmatmn ^ 
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(♦) Scaling down of overdue® and arranging for their payment 
by means of instalments over a period of years. In the meantime, 
fresh finance should be supplied for cultivation and other necessary 
expenses, preferably in kind . 1 

(it) Societies should build large reserves by increasing the margin 
between borrowing and lending rates in order to enable them to 
tide over unfavourable seasons and to meet unexpected losses. 


(in) Loans should, as far as possible, be given only for produc¬ 
tive purposes, though care should be taken that too much rigidity 
in this connection does not throw the cultivator at the mercy of the 
money-lender. 

(iy) Reconstruction of the primary credit society to make it a 
nulti-purpose sooiety. 


( v ) Primary societies should be federated into small Banking 
Unions (as at Kodinar in Baroda State), so that the functions of 
finance, supervision and education, which are now in the hands of 
a number of agencies are concentrated in the hands of one agency. 


(vi) Special attention should be given to the development of 
co-operative marketing of agricultural produce. 


(vii) The central and provincial co operative banks should be 
reorganized. 44 The larger and unwieldy central banks should be 
split up into suitable banking unions, even if the central co-operative 
bank is to be retained.” The central banks should guide and assist 
the primary societies in their operations and the training of the 
members in the principles of co-operation. Similarly, the provincial 
banks should play a larger part than hitherto in the guiding of 
the movement. These central institutions, moreover, should maintain 
adequate liquid reserves and should establish closer contacts with 
first-class commercial banks, to be of greater service to the primary 
societies and the movement as a whole. 


. Finally, arrangements should be made for intensive train¬ 

ing of the staff of the co-operative departments in the principles of 
co-operation, rural economics and banking . 2 

The Co-operati r© Planning Committee advocates an element of 

compulsion and positive and vigorous government guidance and 
control which, according to sortie, offends against the root principle 
of co-operation which stands for democracy and autonomy. 

. New Trends and Future Possibilities* We are now in a 

position to indicate the general trends and the future possibilities of 
the movement. 


An important trend is the shifting of the emphasis from the 
oreciit activity to the productive and distributive functions or to its 
multi-purpose potentialities. Also, the consumers* movement is 
getting strong especially in Madras. This is mainly due to the condi- 
tiona created by the war. Again, the m ilitary and civil needs of the 

I. Reserve Bank’s Review, op. oit. pp. 10-17. 

i. *or detail, see Reserve Bank’s Review, Chapter VTL 
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country during the war led to the birth of many new types of pro-^ 
ducers* societies and the extension of the old ones, c.p., ’weavers 
societies, milk supply unions and societies, cane-growers’ societies 
ar.d several others for cottage industries. Further, the movement is 
looking up as is evident from the increase in the number of societies, 
membership, deposits and loan operations and reduction in overdues 
and the nun ter of societies under liquidation. Finally central banks 
are inclining towards commercial banking. 

There are immense possibilities for the establishment of societies 
for the improvement of production, marketing and for the promotion 
of subsidiary occupations and the elimination of the costly chain of 
middlemen With the removal of controls, the marketing societies 
can help in’ securing a fair price for agricultural produce. There is 
room for the n unification of ghee societies, milk societies and fruit¬ 
growers’ as* ociations. There is also a good scope for societies tor 
poultry farming, bee-keeping, fruit canning leather, hardware, silk, 

torn and bone industries as well as for paddy husking, oil ,f re8S *° g ’ 

dempSon ‘can bow play a.fruitful ro e m promoUng 
. riaAtion works and mechanized cultivation, there is a origin 
f fnr oo-onerative housing societies as there is a serious shortage 

o U f accommodation. Transport co- operatives and iabour co-openitives 

t00 d?t h r .s*to°ohed only one aspect of ooK,valor,' life. We must new 
ffd&SSSfc - instrument of democrat,o planu.ug m free 
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CHAPTER XIII 

THE STATE IN RELATION TO AGRICULTURE 

1 Introduction. What part does the State play in relation 

to Indian agriculture ! In every country the State has to perform 

the basic functions of preserving law and order, safeguar 8 8 

in property and enforcing of contracts Without such protecUve 
activities no economic life is possible. We have aiready discussed 

some of the functions the State performs in relation to lnd ‘“ a g rl 
culture, apart from the above basic functions. The State has 
constructed huge irrigation works, extensive roads and railways it 
provides credit for agricultural improvements, though on * 
scale ; it has initiated, and it controls and supervises, the co-opera, 
tive movement ; and it has passed many legislative laws for the 
protection of the tiller of the soil from the money-lender and the 
landlord. Moreover, through its Medical, Publio Health 
Veterinary Departments, it seeks to preserve and improve the neaiin 
of the agriculturist and his livestock. With reference to the latter, 
it has established and maintained special cattle-breeding larma to 
improve the breeds. The Education Departments also do their 
little bit to spread literacy in the rural areas. There are certain 
activities of the State, however, that still remain to be discussed, and 
discussed with a certain amount of detail. 

(a) Activities in connection with the improvements in the methods 
of agriculture. They are undertaken primarily by the Provincial 
Agricultural Departments with valuable help from the Central 
Government agencies and institutions. These involve (») agrioultura 
research, with regard to seed, manure, implements, pests dis¬ 
eases, eto.; (*») agricultural education, aiming at producing agricul¬ 
tural research workers, officers for the Agricultural Departments 
and practical farmers; and (Hi) popularization of results achieved 
through research by propaganda, distribution of seeds and imple¬ 
ments, etc. 


(6) Rural Reconstruction . This activity has wide scope involving 
both official and non-official effort. It aims at raising the material, 
mental and moral level of village life as a whole. It brings, through 
suitable agencies, to the door of the villager, in a practical form, the 
benefits that the various beneficent departments of the Government 
can confer on him. 

(c) Famine Relief Policy . This aims at the relief of distress 
among the rural classes arising out of the failure of crops due to 
failure, scantiness or untimelines9 of rainfall or any other reason. 

(d) Land Revenue Policy . This concerns primarily not what 
the State gives to agriculture, but what the State demands from 
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it. Bub it may have a relief aspect, when during periods of agri¬ 
cultural distress the State may reduce, suspend or remit the land 
revenue charges. 

2 Agricultural Policy. For a long time the policy of Government 
of India towards agriculture has been one of apathy and drift. The 
East India Company was interested in Commerce rather than agri¬ 
culture. After the Mutiny, when the Crown replaced the Company the 
main objective of the British policy was administrative consolida¬ 
tion rather than economic regeneration. A series of severe famines 
that occurred in India in the last quarter of the 19th Century roused 
the Government to the need of looking into the ills of Indian agri¬ 
culture. The Famine Commissions of 1880, 1898 and 1901 and the 
Irrigation Commission of 1903 made constructive suggestions for 
the improvement of agriculture in India. But the Government policy 
was mainly confined to palliatives like revenue remission, famine 
relief and taccavi loans. Report of Dr. J. A. Voelcker of the Royal 
Agricultural Society in 1889 drew pointed attention to the problems 
of Indian agriculture and also to the measures that ought to be 
taken to tackle them. 


In the beginning of the present century the Government seems 
to have abandoned its attitude ot passivity and was prepared to 
play a more positive role as is evidenced by the passing of the Co¬ 
operative Act in 1904, the establishment of the Central and Provincial 
Departments of Agriculture in 1905 and the constitution of All-India 
Agricultural Service in 1906. Since 1919 when agriculture became 
a provincial subject, the Central Government confined its activities 
to “superintendence, direction and control” of the work of the pro¬ 
vincial governments. But as finance was a “reserved” subject the 
agriculture ministries were not able to do much. After the advent 
of provincial autonomy in 1937, the ministers evinced lot of enthu¬ 
siasm but in most of the provinces the ministries were shortlived, 


and they confined their attention to problems like tenancy reform 
and protection of debtors and little was done for the improvement 
of agricultural operations. On the whole the governmental activities 
in agricultural sphere have produced little impression, for the total 
Government expenditure in the improvement of agriculture is ludi¬ 
crously small, considering the area under cultivation in India and 
the number of people involved. World War II has brought the 
agricultural problem to the forefront. Our pitiful dependence on 
foreign food supplies has aroused our Government as never before 
and determined efforts are being made to meet this menace. Food 
production and procurement have become top priorities and gigan¬ 
tic irrigation projects are under way in almost all provinces in addi¬ 
tion to the work which is being done in the prosecution of the 
“Grow More Food” campaign. Our problem is to convert agricul 
ture from a deficit to a surplus economy and thus to rehabilitate 

this ancient and vital industry. Freedom from want can wait but 

not freedom from hunger. A new orientation of agricultural policy 

is needed in which the Central Government must play a far more 

active part than it has done hitherto. 
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0„r trouble all along has been that from the Reforms of 1919 
onwaids while the main responsibility of agricultural developmen 

rngso e urc g e we^e being preserved for the Centre, while the 

I'Ll ‘U el ver7 SSTJZZ « ” M “te 

bSfn fed ZZ redid if .he bu/den of t-. wa. .0 be 

distributed equally. No wonder, therefore, that the provincial 
Governments could do very little to stimulate agricultural progress. 
The most they have done in recent times is to adopt certain pro¬ 
tective measures to save the tenant from exploitation by the money¬ 
lender, the landlord and the middleman. 

An event ol great importance for the agriculturist during the 

period between the two wars was the appointment of a Royal 
Commission on Agriculture. It is necessary to know something 

about this Commission. 

3. The Royal Commission on Agriculture. A Royal Commis¬ 
sion was appointed in 1926 “ to examine and report on the present 
conditions of agricultural and rural economy in British India and 

make recommendations for the improvement of agriculture and the 

promotion of the welfare and prosperity of the rural population and 
m particular to investigate- 

“ (a) the measures now being taken for the promotion of agri- 
cultural and veterinary research, experiment, demonstration and 
education ; for the compilation of agricultural statistics; for the 
introduction of new and better crops and for improvement m agri¬ 
cultural practice, dairy farming and the breeding of stock ; 

“ ( b ) the existing methods of transport and marketing of 
agricultural produce and stock ; 1 

“ (c) the methods by which agricultural operations are financ¬ 
ed and credit afforded to agriculturists ; 

“ ( d) the main factors affecting the rural prosperity and wel^ 
fare of the agricultural population; and to make recommendations.” 

The problems of land revenue and land tenure were excluded 
from the scope of the Commission’s inquiry, although these are 
among the basic problems of Indian agriculture. The Commission 
issued a comprehensive report in 1928. 

The recommendations of the Commission cover a very wide 
field including subjects like sub-division and fragmentation of hold¬ 
ings, improvement of livestock, irrigation, marketing, co-operation, 
rural education and rural reconstruction. Generally speaking the 
aim of the recommendations has been to bring about greater effici¬ 
ency throughout the whole field of agricultural production. In 
order to render the business of farming more profitable to the 
cultivator, the Commission emphasized the necessity of widening 
the outlook of the peasant and stressed the importance of Govern¬ 
ment initiative in promoting agricultural progress. One of their 
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basic suggestions was that “the rural problem should be tackled as a 
whole m ail its various aspects simultaneously A very important re- 

commendation of the Royal Commission was for the creation of the 
Imperial Council of Agricultural Research. 

The Functions of Provincial Agriculture Departments. The 

work oi improving agriculture is manly that of the provincial 
governments, the Central Government being merely a co-ordina¬ 
ting agency furnishing the necessary drive, guiding and directing 
the provincial governments. 

The main functions of the provincial department comprise the 
supervision and control of (a) Agricultural Education, (6) Agricul¬ 
tural Research, (c) Demonstration and Propaganda, ( d) Technical 

improvements, and (e) Distribution of improved seeds, implements 
and artificial manures, etc. 

Let us consider these functions in some detail. 

5. Agricultural Education. Instruction in agriculture i im¬ 
parted at different levels. At the primary stage agricultural oias is 
sought to be given by means of nature study. In Bombay agricul¬ 
tural middle schools have been opened to impart praotical training in 
agriculture and the trainees are expected to go back to the land 
after completing their course. In some provinces like East 
Punjab, agriculture is taught as a subject in vernacular middle schools 
and the high schools. In East Punjab there is also a provision 
for F. Sc. in agriculture. Advance course in scientific agriculture 
is provided in the agricultural colleges at Poona, Coimbatore 
Nagpur and Kanpur. The counterpart of Lyallpur College (W. 
Punjab) has been started at Ludhiana in East Punjab. Post¬ 
graduate training in agriculture is impart-d at the Indian Agricultural 
Research Institute, New Delhi. These colleges have provided staff 
for administrative posts in the agriculture department ; in very few 
cases have they produced the modern farmer. 

Agricultural colleges impart agricultural education both theo¬ 
retical and praotical. They also carry on research on agricultural 
problems, either independently, or under the guidance of the Indian 
Council of Agricultural Research, if the subject is of all-India im¬ 
portance. The research relates to the evolving of better varieties 
of seed from the point of view of yield and resistance to disease and 
drought, pests and disease to which crops are subject, better 
implements and manures, etc. The results of this research are then 
tested on experimental farms, attached to the colleges or the re¬ 
search institutes. 

6. Agricultural Research. We have already seen how, on the 
recommendation of the Royal Commission, the Imperial Council of 
Agricultural Research was established in 1929 “to promote, guide and 
co-ordinate agricultural research throughout India, and to link it 
with agricultural research in other parts of the British Empire and 
in foreign countries. 0 It acts as a clearing house for scientific 
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information. This Council works through two organs : (a) a Govern¬ 
ing Body to manage the funds, etc., and other affairs and (6) an 
Advisory Board to examine proposals for research and submit them 

to the Governing Body. 

The Councii makes grants for specific purposes to universities 
and provincial Departments of Agriculture for research along 
approved lines. The Council usually does not undertake direct 
investigation but in two cases it has undertaken direct control. They 
are ( i ) the cost of production especially of cotton and sugarcane and 
{ii) statistical control of agricultural expe/ iments. Several .schemes 
of the Council have been carried out through the various institutions 
and institutes. In the words of the Russel Report, “A vast amount 
of primary work extending over a wide range has been accomplish 
ed." The Report recommended that “a stage is now reiched when 
a reorientation of the Council’s activities should be considered.” 
The great need of the hour is “a fuller use of existing knowledge 
rather than the accumulation of mere knowledge for work on the 
cultivators’ field rather than in the laboratory.” 

Following the recommendations of the Russel Rep )rt, the 
Council of Agricultural Research has undertaken an examination of 
the methods of demonstration and propaganda at present in use. It 
has now put forward a scheme known as the “project method" which 
aims at putting across a whole group of tested improvements simul¬ 
taneously, instead of one item as hitherto, and to observe the com¬ 
bined effects of all these on the cultivators’ income and on the land* 
The improvements will be carried out by the cultivator himself under 
the supervision and guidance of Government officials. Shirala project 
in the C. covering 300 acres and embracing about ten villages is one 
such project which involves the use of the best method of oultiva* 
tion, best seeds, manures, irrigation, drainage, measures against 
pests, best marketing methods, best livestock and the fullest 
application of the co-operative principle. 

A monthly journal is published by the Council for the dissemina¬ 
tion of the results of research. 

The Council has done useful \york in improving rural life and 
in making Indian agriculture and animal husbandry more paying. 
It has organized co-ordinated research and subsidized village project 
schemes embracing all important aspects of agriculture and animal 
husbandry. Regional Committees have been set up to focus atten¬ 
tion on problems of regional importance 

By spending about Rs. 125 crores it has evolved improved 
strains of rice, wheat and other cereals during the la*t 20 years 
which have yielded a return of about Rs. 29 crores. Evolu- 
tion of a purple variety of rice has successfully met the menace of 
rice weeds and led to tremendous saving which in Chattisgarh 
Division of the C. P. alone has amounted to 20,00,000 maunds of 
paddy. Reasonably rust resistant types of wheat have been evolved. 
The wheat rust has devastated large areas and the annual loss is esti¬ 
mated at Rs. 6 crore3. As for millets, 20% increase in the yield of 
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j°w a r and 3° per c 0 nt in bajra has been obtained. Work has been 

mi la e id respect of maize, too. vVilt resistant varieties have been 
evolved m pulses and selected varieties of grams have yielded 10-30% 
increase over local variety. Schemes for the production of fruits in 

a number of provinces have been subsidized. Investigations have 

been conducted with organic and inorganic manures, farmyard 

manure, cattle dung, compost and oil-seeds making 5,000 trials on 

various crops. Ammonium sulphate has increased the yield by 70 

per cent in the U.P. and Kashmir; maximum increase has been in 

oil-cakes viz. 110—190 per cent; a heavy application of green manure 

lbs. Nitrogen) has given in certain cases over 100 per cent 
increase. 


More than 100 schemes covering all aspects of animal husbandry 
are in progress. The main emphasis has been on the control of 
diseases, the chief being the rinder pest. Methods of immuniza¬ 
tion are being extensively used. Disease investigation officers 
have been engaged in all provinces and States. A complete 
veterinary survey has been conducted. Parasitic diseases received 
early attention. A devastating sheep disease called ‘Gillar’ has 
been successfully located by a simple method. Basic information 
concerning animal feeds also has been collected. It has been found, 
for example, that feeding value of rice is enhanced by washing and 
that fish and bonemeal can be used in our climate with impunity. 
Aquatic and monsoon grasses have also received attention. It has 
been established that unbalanced diet is more injurious to animals 
than adverse climate. Research in cattle breeding has resulted in 
the production of i mproved sires. Breeding research in sheep has 
been directed to^the production of finer wool. Poultry breeding 
research has shown that Western birds can be acclimatized and pro¬ 
duction and yields to local birds can be increased by cross-breeding. 

Research in dairying has resulted in the production of 
rennet, manufacture of case in and lactose as a cottage industry. 
Methods of neutralizing high acidity of ghee by the use of lime and 
of detecting adulteration of ghee with vanaspati have been discover¬ 
ed. A simplified and improved ghee boiler and improved village 
utensils have been designed. 

Research has been direoted towards obtaining knowledge con¬ 
cerning indigenous varieties of bees, their domestication and 
exploitation in the wild state, so that improved methods of bee¬ 
keeping can be taught to the villagers. 



A cheap dressing of hides and skins has been discovered. 

The Council has carried out schemes to improve the economic 
and nutritional conditions of some villages. Successful experiments 
have been conducted in mixed farming and dry farming. It has 
improved the system of agricultural statistics and crop forecasting. 

The Governing Body of the Council in its 18th meeting held in 
Delhi on 31st January, 1949, made several important decisions re¬ 
garding fundamental principles of agricultural research including 


i 
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reorganization of research on regional basis, a comprehensive plan 

of crop cutting survey to estimate crop yields, mod.el schemes .< 

research on agronomic, varietal and mammal trials to assess 
optimum yields and setting up an Information Bureau to collect 
and disseminate information on results of research. 

When all is said it has to be admitted that the achievements 
of agricultural research have been very disappointing. In the words 
of the Russel Report : “ In view of the fact that Indian experiment 

stations have been functioning for so many years it seems at first 

surprising that so little of the work done has found its way into 

the general body of agricultural science as expounded in standard 

treaties.” 1 The laboratory has failed to establish a living and 
organic link with the field. Unless “the stream of knowledge is duly 
canalized so as to fertilize the actual fields and farms, its research 
work is of little use. There is a divorce between the farm and the 
laboratory which prevents any fruitful use of the results of research. 
Hence tetter and vigorous publicity is needed. In the second place, 
research is being conducted in an isolated fashion and there is little 
co-ordination. “As in our agriculture, so in our agricultural, research 
4 fragmentation* has been the bane. 5,2 Another defect is that little • 
attention is being paid to the economic aspect of agricultural research. 
Unless methods suggested are paying and their application is 
within the means of the cultivator, the research is of little avail. A 
close co-ordination is also needed between agricultural research and 
economic research. Also closer collaboration is required 
between ' the technical expert and the economist. For in¬ 
stance, investigation into food crops must be conducted in consulta¬ 
tion with human nutrition experts. Above all, as the Food Minister 
Mr. Jairamdas remarked while addressing the 18th meeting of 
the Governing Body of the Council, “ Research should be inspired by 
a sense of relevance and urgency in view of the serious food situation’* 

7. Development Commission. The Russel Report has further 
recommended that a Development Commission, which could be 
combined with the Council, should be set up. The Commission should 
plan large-scale improvements and suggest ways of raising the stan¬ 
dard of living in the villages. It should take up the following 
problems:— 

(а) Soil conservation, deterioration and loss from soil exhaustion, 
soil erosion, salt and alkali. 

(б) Crop production, especially the planning of cropping schemes, 
the balance between cash, food and fodder crops, the fusion of ani¬ 
mal husbandry and agriculture, the improvement of grazing land, 
the taking of action on the results of marketing and other economic 
enquiries. 

(cj The exploitation of discoveries or processes of commercial 

1. Russel Report p. 6. 

2, Nanavati and Anjaria : The Indian Rural Problem , p. 101. 
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importenee. The Commission should bridge the gap between the 
laboratory and the factory, and give information and advice to the 
commercial body undertaking the work. 

, (^) The multiplication and distribution of seeds of approved 
varieties cf crops and t r ees. 

(e) The improvement of village roads. 

8. Demonstration and Propaganda. The next step after re¬ 
search is to demonstrate the result on the model (or demonstration) 
farm or on the cultivator’s own field. It is also necessary to carry 
on a sustained and vigorous propaganda in favour of the new method 
when its success has been demonstrated under the very conditions 
in which the cultivator lives. The improved seed is produced on a 
large scale in Government farms or is purchased from private produ¬ 
cers. Similarly, modern implements are manufactured under Govern¬ 
ment supervision. Then arrrangeraents are made to supply seeds, 
implements and manures to the cultivators through stores or depots 
maintained by the Government at convenient places* Co-operative 
Societies are also used as a medium of approach to the cultivator. 
Farmers’ weeks or fairs are organized by the department and agri¬ 
cultural assistants tour the countryside \ carrying the message of 
science to the remote villages. 

9. Technical Improvements. Introduction of improved varie¬ 
ties, control of pests and diseases, irrigation, prevention of soil 
erosion, better tools and implements, better rotation of crops and 
the use of more fodder crops with a view to obtaining .nore farm¬ 
yard manure are some of the technical improvements effected in 
Indian agriculture through official agencies About 80% of the total 
area under sugarcane and half of that under jute are sown by im¬ 
proved seed. Marketability in the case of commercial or cash crops 
and nutrition value in case of food crops are the guiding principles. 
A nutrition expert has been appointed who serves as a liaison officer 
between nutrition laboratory at Coonoor and agricultural research 
stations at Delhi. It is necessary to pay more attention to the cul¬ 
tivation of fruits and vegetables, especially the cheap varieties to 
suit the pockets of villagers. Subsidiary industries connected with 
fruit preservation and the making of jams and pickles may also be 

encouraged. 

Lot of pioneering work has been in the direction of controlling 
pests. For this purpose time of cultivation or soil conditions may 
be changed, resistant varieties may be introduced or the pests may 
be destroyed chemically. Laws have been passed in India against 
importing insect-infected plants and for taking measures against local 
pests. The evil has not yet b-en mastered. Sir John Russel sug¬ 
gested action by the Central Government for the eradication and 

controlling of pests. 

As for irrigation, care has to be taken against water-logging as, 
in the words of Russel Report: “Behind every large irrigation scheme 
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there lurks the spectre of the alkali problem.” The Agricultural 
Departments in co-operation with the Forest Department? are trying 
to tackle the serious problem of soil erosion which occurs not 
only in regions of heavy rainfall but also in dry regions. Efforts are 
being made to provide better manures and fertilizers. The Govern¬ 
ment has its own fertilizer factory at Sindri. India’s need in this 
connection has been estimated at 350,OOo tons. New tools and im¬ 
plements are being designed and the introduction of improved 
ploughs has made fairly rapid progress. 

10. The Results Achieved. The Provincial Agricultural 

* Departments and the Council have done useful work in connection 
with agricultural improvement. This work relates to introduction 
of better varieties of crops, improved methods of cultivation and 
manuring, better methods of harvesting and handling, measures 
taken to deal with locusts, operations in the production and use of 
protective sera and cattle improvement, encouragement of consoli¬ 
dation of holdings, improvements as regards soil management and 

, the use of fertilizers, etc. 

The most important work, however, relates to the improved 
quality seeds of the various crops. The latest available figures 

• show that the area under improved J varieties of crops in British India 
is about 10 per cent of the total sown area. In the Indian States 
this percentage is only 1*3. But the percentage varies considerably 

,,, as regards individual crops, the highest percentage being in the 
_ case of sugarcane and jute. 

According to Sir Bryce Burt, eo;-Vice-Chairman Imperial 
v ^ Council of Agricultural Research, the achievements in this connec- 
, tion during the decade following Agricultural Commission, were 1 :— 

i t (t) The average yield of cotton in the quinquennium 1932-37 
was 108 lbs. per acre as compared with 96 and 95 in the two pre¬ 
vious quinquennial periods. As for the change in quality in the 
three years 1927-28 to 1931-32 short staple cotton, i.e., below 7/8" 
formed 75 per cent, of the whole and medium-staple 25 per cent 
. while in 1938-39 the figures were : short staple 63 per cent, medium 
staple 32^ per cent and long staple 4^ per cent. 

(ii) In the case of jute in 1937-38 the area under departmen¬ 
tal varieties was 1,763,000 acres out of a total of 2,889,000 acres. 

■ (iit) The remarkable expansion of the groundnut crop has con¬ 
tinued and India is the world’s largest producer and its second ex¬ 
porter, despite the enormous internal consumption. The crop has 
spread from 3,000 acres in 1900 to 9 million acres in 1937-38. 


(u;) In respect of sugarcane, about 80 per cent of the total area 
was brought under improved variety by 1939, and the estimated 
production per acre expressed as gur increased 1*1 tons in 1927-28 

to 1*4 tons in 1937-38. 


leaper read before a joint meeting of the India and Burma Section of 

J„n« °?2lo S ° C A ety l °Jr. AT i* and the Ea8t India Association on 16th 
June, 194— Quoted by Nanavati and Anjaria, op. cit., pp. 89-90. 
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(v) As for rice in 1937-38, the area under improved varieties 
had reached 3,759,000 acies compared with 634,000 acres in 1927-28. 

(vi) Progress in wheat production can be seen from the fact 
that the total area under improved varieties just fell short of 7 
million acres mark in 1937-38, this being nearly one-fifth of the total 


fiLT*6tL 

(t )H) The tobacco industry, which was in its infancy in 1929=, W 
now employs about 2,500 flue-curing barns. Some 85 percent 
of the total requirements of the Indian cigarette factories were V T 9.\ 
vided by Indian-grown leaf in 1938 and an important export trade 

has now developed. . 

These are impressive achievements, but in view of the immense 
possibilities, they only touch the fringe of the problem. As we have 
seen, only one-tenth of the cultured area is under improved varieties. 
India spends only I \d. per head of population on agriculture. This 
comes to less than Rs. 70 per 1,000 of population. 1 No * 
wonder the pace of development has been slow. Some wnters ;re- 

card this as inevitable under the circumstances. “Having,regard - 

to the small holdings, to the poverty and ignorance of the Indian 
peasant and the variability of the seasons in India, it is not possible 
to achieve large results quickly. 2 The basic conditions of agri¬ 
culture thus require a fundamental change. Indian agriculture, 
according to Brij Narain, “needs a fundamental reorganization. 
Our experience during the vorld crisis suggests that the problem 
of Indian agriculture is too difficult to be solved by agncultural 
research and improvement. No real progress is possible without 
^dicaf changes in the system of land.holding and the>metbod of 
cultivation. Further, Indian agriculture cannot be modernized 
unless means are found to divert surplus labour in, the villages to 
manufacturing industries.” 3 We fully subscribe to this view. 

U Rural Reconstruction. What is Rural Reconstruction ? 
Rural Reconstruction or Rural Uplift as It is sometimes called, 
is a movement for the rehabilitation of Indian rural lii f < Ib . 

Tt “T o Tmprove the health and raise the standard of 
living of the agricultural classes. The former is achieved by 

e T U ^^^ e tbe 8a S: n be n tter by IthoTT cultivation, 

raZ; the cinematograph, and lecture, and.demonstra- 

■f°ndVmeSii ria8 It a BMk! to^akeTtheS of thTvillager. to make 

hirn^cons cicms of the value of his personality and individuality^ 


1. Ibid, P.01. 

2 Gadgil : Industrial Evolution in India . p. Z37. 

fl Brij Narain : India Before the Crisis, p. 141 
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aims at creating in him the desire for self-improvement and self- 

discipline by individual and collective action. The object is to 

* free him of the inhibitions that are obstructing the way of his self- 
realization. It seeks to release his pent-up energies by removing 
defeatism, superstition, baseless fears created by centuries of de¬ 
pression and oppression. In a word, it seeks to change his entire 

• outlook on life. 

The Genesis of the Movement . The various departments 
of Government, Agriculture, Co-operative, Irrigation, Forest, Veteri¬ 
nary, Education, Health and Medical, had been trying in their own 
way to help the countryside in matters falling within the respective 
jurisdiction of each. It was found, however, that the officers of each 
of these departments, acting more or less in water-tight compart¬ 
ments, were not able to produce in the villages any urge for pro¬ 
gressive action. -Too many agencies confused him, their prescrip¬ 
tions, sometimes conflicting, did not inspire confidence. He was 
not made to see his problem as a whole. He regarded them as 
periodic visitors, the agents of a far-off Government, who were to be 
welcomed, fed and given a respectful send-off. It was a case of too 
many cooks spoiling the broth. 

4 

It was realized, first vaguely, and during the last economic 
depression more definitely, that if adequate and lasting results 
were to be achieved, the village problem which was the problem of 
poverty, ignorantae, J illiteracy, dirt, disease and general apathy, 
must be tackled simultaneously as one problem. The Royal 
Commission in 1928 had already expressed the view that “if inertia 
of the centuries is to be overcome, it is essential that all the resour- 
v ces at the disposal of the State should be brought to bear on the 
problem of rural uplift and sustained effort should be made by all 
' those departments whose activities.touch the lives and surroundings 
of the rural population.” 1 


12. Rural Reconstruction in the Punjab. It is to Mr. F. L. 
Brayne, I.C.S., that goes the credit of starting the Rural Uplift 
Movement on a mass and organized scale. His first experiments 
were made - in Gurgaon district of the Punjab, while he was 
Deputy Commissioner of* that district. He introduced there the 
idea of a village guide in each village, who was to act as a channel 
through which advice of experts in various departments would pass 
on to the villagers. The scheme did not produce results according to 
expectations. As Mr. Darling pointed out, 2 the village guides were 
•‘hurriedly selected,” “insufficiently trained” and “inadequately 
supervised.” On account of their extreme youth, they failed to 
command any influence with the villagers. Moreover, proper atten¬ 
tion was not paid to the study of details of local conditions. 
There was too muoh intensive but crude propaganda and too little 


1. Report, op. oit., p. 86. 

2. M. L DarMng: Rusticus Loquitur , pp. 121-28, and pp. 166-69. 
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real teaching. Thus very little of permanent value was achieved. 

The Rural Reconstruction movement gathered great momen¬ 
tum during the period of the recent economic depression. In the 
Puniab the services of Mr. Brayne were utilized for this purpose, 
and he was appointed Commissioner, Rural Reconstruction, m 
October 1933. In 1935-36 the Government of India announced a 
Brant of Rs. 1 crore for distribution to the provinces, to be spent 
nn schemes of economic development and improvement of rural 
areas. This gave considerable stimulus to the Rural Uplift move¬ 
ment in the various provinces. The movement, however, was con¬ 
ducted with the greatest vigour in the Punjab under Mr. Brayne 

as Commissioner. 

The programme chalked out by Mr. Brayne aimed at the follow 
ing practical steps : 

(a) Health : ...... 

(1J The provision and utilization o f pits for waste and rubbish 

of all kinds and the cleaning and keeping clean and tidy of every 
village, compound and building, be it house, office, school, place 

worship, r ^ anlines8 Q f p ers on and clothes, particularly of children, 

and the teaching and practising of clean and Bamtary habits. 

(3) Two ventilators each for every inhabited room. 

5 CoS of malaria by making it impossible for mosquitos 
, . ;l d in any pool, drain, hole, borrow pit, or collection of 

t0 t«r in anv building compound or village or along the line of any 
IL work All such depressions not used for washing or drinking 
purposed must be either filled, drained, or treated with oil or Pans 

green.^) p rov j sion Q f trained dais. 

(b\ Farming : _ 

,» Better seed-, particularly for wheat, cotton and sugar cane. 

121 More attention to the land in the shape of be i“ P ' 8 ; 
(2) mor more nlouahing and weeding, new and more 

Pf^fevefling 8 and^embankffig of 

gentleman to do. ^ diseaBes by Beg regation of cattle coming 

from fairs and other villages. 

(cl Miscellaneous: . in 


(0 


iTZ abandonment of the custom of boring hole, in child- 
(1) 1 he ananuouiu ornaments on children. 


ren’B^MTS and of putting gold orsilver ornaments on ehildren. 

(2) Thrift, saving and catting down of all unnecessary a 
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unproductive expenditure, particularly on litigation and faction 
quarrels, social ceremonies, ornaments and drink. 

(3) Outdoor games and healthy recreation both for children 
and grown-ups for improvement of health and for the occupation of 
spare time. 

(4) Girls’ education, as the only permanent basis of all happiness 
and progress in town and village alike. 

The means of attaining the ends were laid down as follows :— 

(1) Well-organized publicity to spread the knowledge of what 
has to be done. 

(2) Better sohools, provision of playgrounds and gardens, 
better games and physical training, insistence on the practice of 
cleanliness and on the teaching of health knowledge. 

(3) All forms of association, co-operative and otherwise, that 
can be used to bind people together for their own betterment. 

The work was actually done on these lines and varying success 
was achieved under different heads. But the movement was not 
spontaneous. Brayne admitted that “this work is being done 
practically entirely by official inspiration, drive, persuasion and 
even order.” If Government’s special efforts ceAsed, all progress 
would come to a standstill and the results already achieved would 
vanish. 

To quote Brayne again: “To achieve permanence, properly super¬ 
vised village organizations are required and to achieve spontaneity 
and to assist permanence, the work must be made part of normal 
village life ” The co-operative society, the village panchayat and 
the bigger landlords must create in the minds of the mass of the 
village the desire to improve their position. Unless that desire is 
created no improvement can be lasting. 

The rural reconstruction work has now been transferred to the 

Co-operative Department in the Punjab. A special Assistant Registrar 

has been put in charge of it. The work is carried on through Better 
Living Society. 

13. Rural Reconstruction in other Provinces The governments 
of other provinces also undertook activities on similar lines. A few 
words may be said about each of such provinces. 

(a) United Provinces . The Congress Government in the U.P. 
appointed a special officer for rural reconstruction work. A Provinciai 
Rural Development Board was created with the heads of the nation- 
buildtng departments as members. The programme is carried on 
by District Rural Development Associations. Rural reconstruction 
units consisting of fifteen villages each are constituted. The work 
is done through the agency of Better Living and Better Farming 
societies and the Panehayats. Their main activities consist of distri- 
ution of better seeds and implements, improvement in breeds of 
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cattle, development of cottage industries, improvement of village 

sanitation and water supply and building of better pmchayat-ghara. 

A distinctive feature of the scheme is the training of women 

workers at the Fyzabad Women’s Welfare Training Camp. They 

get instruction in girl-guiding, welfare work, handicrafts, care of 

children, etc. Selected women teachers are sent for training to 

this camp. After their training these teachers organize welfare work 
among village women. 

(b) Bombay . In Bombay the Rural Reconstruction Department 
was first combined with the Co-operative Department, later the two 
departments were separated. Rural development was partly put 
under the District Collector. Propaganda work was entrusted to the 
Agricultural and the Co-operative Departments. A Provincial Board of 
Rural Development was created for guidance and advice. Its member- 
•hip, in addition to a few nominated non-officials, consisted of the 
Registrar of Co-operative Societies and the Director of Industries 
with the Minister in charge of Rural Development, and Agriculture as 
chairman. Four committees were appointed to facilitate the Board’s 
work : (a) Agriculture and Livestock Committee ; (6) Training and 
Propaganda Committee ; (c) Committee for Cottage Industries ; 
and (d) Committee for Backward Areas. District Rural Development 
Boards were created to help them. The main agencies for develop¬ 
ment work are Taluka Development Associations, Better Farming 
Societies and other co operative agencies. Their work consists of 
distribution of better seed and implements at concessional rates, 
improvement of cattle breeding, extension of dry farmirg methods, 
development of cottage industries, improvement in sanitation, sup¬ 
ply of medical aid and care of backward areas and tribes. 

(c) West Bengal. There is a separate Department of Rural 
Development under a Director of Rural Reconstruction. The work 
is carried out by Union Boards, Village Uplift Societies and Better 
Living Societies. The work consists of felling jungles ; repairing 
roads, construction of drains, distribution of quinine, cleaning of 
water hyacinth, distribution of seed and sinking of tube-wells. In 
the main, rural reconstruction aims at improving living conditions, 
raising standard of diet, providing amusement and recreation and 
encouragement of cottage industries. 

(d) Madras. In Madras rural reconstruction activities are 
looked after by District Boards. The agency is the village pancha- 
yat. The main activities consist of improvement of sanitation, 
communication and water supply. An important feature is subsidized 
rural dispensaries. Other activities are distribution of better seed, 
better implements and construction of village godowns. 

(e) Other Provinces. Among the other provinces Bihar and 
Assam are worth mentioning in this connection. fhar a 
Rural Development Department was established in 1938. *our 
model centres with 20 to 30 villages each were started in each 
division. Intensive rural development work is carried out in them. 
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Training is given in these centres to organizers to start work in new 
centres. The co-ordinating body is the Provincial Rural Develop¬ 
ment Advisory Board consisting of the heads of the nation-building 
departments. 

Work on similar lines is being carried on in Indian States like 
Cochin, Mysore, Hyderabad, Baroda and Kashmir. 

14. Agencies of Work . Official. The rural reconstruction, 
organization and activities follow similar lines in the various 
provinces and the States. There is the controlling agency consisting 
of a separate department or portion of a department. Advisory 
Boards are formed of the heads of nation-building departments. 
There are supervising agencies which may consist of D.strict Boards, 
Union Boards or Taluka Boards according to the local administra¬ 
tive machinery. Actual work is carried on by various kinds of 
co-operative societies like better farming and better living societies. 
In some cases village panchayats aie becoming an important 
agency of work. Finances are provided mostly by the Government, 
in some cases by panchayats also. 


Non-Official Agencies. Much useful work is also being done by 
certain non official agencies of which the most important are the 
All-India Spinners' Association, the All-India Village Industries 
Association, the Servants of India Society and the Christian 
missions. Among the other agencies may be mentioned Go Seva 
Sangb, Sriniketan at Bolpur (Bengal), Adarsha Seva Sangh, 
Sir David Hamilton’s work at Gosaba (Bengal), and the various Kisan 
Sabhas in the provinces. These organizations specialize in one 
aspect of the work. For example, Christian missions promote 
education and Sriniketan seeks to make th*e villages look more 
beautiful. Then there are associations which work for the uplift 
of the aborigines and the depressed classes e.g. Bhil Seva Mandal, 
the Dang Seva Mandal and the Harijan Seva Sangh. These 
associations have done commendable work, though in some cases 
political motives vitiate their activities. 


Results . The various organizations concerned with rural recon¬ 
struction have been doing much constructive work in connection 
with supply of good seed, improved implements, improvement of 
breeds of cattle, encouragement of cottage industries, improved 
sanitation and encourazement of primary education. Their re 
ports make a very impressive reading. There is no doubt that 
good work has been accomplished in certain directions and in 
certain localities. But this work has not brought about any s gnifi- 
cant change m the conditions of the village and, what is more im- 

forS* ™ thS OU i ° k ° f lhe villa § er - There are various reasons 
tor this meagre achievement. 


* he first place, India is an enormously big country with 
diversities of all kinds, physical and social. The forces of con- 

short period mertia are t0 ° BtrODg t0 b6 overcome within a 
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Secondly , the activities have not been properly planned and co¬ 
ordinated. The first stage should have been that of detailed survey 
and investigation of the problems, and the second, creation of an 
all-India organization to give a push and backing to the movement. 
The experience of different localities should have been pooled for the 
benefit of all. Provincial work should have, of course, continued 
under the supervision and control of provincial bodies. Bat the 
Centre should have played a larger part in encouragement, .co¬ 
ordination and finance. 

Thirdly , the initiative has come from above and not from '^ h ® 
people themselves. Training of village leaders should have recurved 
more attention. The village organs, the panchayat, the co-opera¬ 
tive society and the school, should have been assigned more active 
roles. The panchayat especially should have been made the real 
village executive under the proper supervision of higher units like 

the District Board. 

Finally the rural reconstruction movement has left some of the 
basic problems untouched. For instance the problem of land tenures, 
tenancy, land reclamation, consolidation of holdings, encouragement 
of oo-operative farming, etc ; unless these problems are tackled, no 
far-reaching changes can be brought in the village life, and the 

village standards cannot be elevated. 


CHAPTER XIV 

FAMINES AND FOOD PROBLEM 

1. Introduction. Until the recent calamity that involved 
Bengal, it was a common saying that since the beginning ot the pre¬ 
sent century famines in India “are no longer food famines, but are 
only money famines.” This meant that provided money was put 
.into the hands of the people by giving them employment or charity 
there was no fear of starvation. This was so because food could 
be transported to areas of scarcity from the four corners, not only 

of India but also of the world. 

In normal times this would be true even now. The Bengal 
famine was due to certain special circumstances created by the war. 

Famines have been known to, India from times immemorial. 
During the Hindu period famines must have occurred though re r 
cords are not available to give us any details about them. > 

During the Muslim period several famines visited the country., 
four of them being very severe. The first was in 1343, during the 
reign Mohammad Tughlak. During the reign of Akbar therp 
was fearful famine which raged all over the country for three or 
four years. Under Shah Jehan, one of the greatest famines ever 
recorded in history visited India. Another famine followed during 
the time of Aurangzeb. 

During the rule of the East India Company (1760* 1857) there 
were twelve famines and four severe scarcities. The most important 
famines occurred in 1770, 1784, 1802, 1824 and 1837. On the whole 
the attitude of the Company was determined by commercial consi¬ 
derations. 

In 1858, India passed under the rule of the Crown. Between 
that date and the end of the century there were several famines, and 
it was during this period that the policy of famine relief was evolved 
and perfected. The chief famines of this period were :—(1) 1860— 
North-West India, (2) 1865—Orissa, (3) 18€8— Rajputana, (4) 
1878—Bihar, (5) 1876.78—South India, (6) 1896*97—Bombay, 
Madras, Central Provinces, (7) 1899-1900—Bombay, C. P., ^Berar 
Nizam’s Dominions and Central India. 

i i * . : * . • 

2. Famines, their causes and cure. The apparent causes of 
Famine are the failure of rains or drought, floods, locusts arid plant 
diseases. Indian agriculture is said to be a gamble in the rains. If 
the rain is either too little or too much, famine conditions may be 
expected to prevail. Reckless cutting of the forests has resulted in 
frequent floods in several parts of the country causing a widespread 
damage to crops. Further, plant diseases, too, take a heavy toll. 
The wheat rust wiped out almost the entire crop in Central India. 
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111 v! 947 - locusts launch their attack, they practically leave 

nothing. In the face of these adverse natural factors, the Indian 
peasent feels utterly helpless. 

The real and the fundamental cause of famines in India is eco¬ 
nomic backwardness of the people. India suffers from poverty 
which knows no parallel in the world. We have no reserve and no 
power of resistance or staying power when famine comes. Basically 
it is a money famine rather than a food famine. 

What is the remedy ? The remedy against famine indicates all 
the measures needed for the rehabilitation of Indian agriculture. 
In particular we must adopt effective flood control measures. Fur¬ 
ther, the whole countryside must be dotted with a net of major 
and minor irrigation works so that the bulk of the cultivated area 
is put under perennial or assured water supply. If the weather 
forecasts may be improved something may be done against an ap¬ 
proach of inclement wetther. The menace of locusts should be 
located and mastered before it raises its ugly head. In the modern 
scientific world it should not be difficult to fight successfully against 
crop diseases and blights. But unless the demon of poverty is laid, 
nothing really effective can be accomplished. 

3. Evolution of Famine Relief Policy. From the point of 
view of the famine relief policy the famines of 1865, 1876-78,1896-97, 
and 1899-19C0 were the most important. 

The Orissa famine of 1865 induced the first great and organized 
effort to combat distress through State agency. 1 

But it was after the Great South Indian Famine of 1876-78 that 
the first Great Famine Commission was appointed under the chair¬ 
manship of Sir Richard Strachey. The recommendations of this 
Commission formed the foundations on which the famine relief 
policy was later on based. The principles of famine relief, as 
laid down by the Commission, were :— 

(1) That employment should be given on the relief w ? orks to the 

able-bodied at a wage sufficient fop support, on the 
condition of performing a suitable task ; 

(3) that gratuitous relief should be given in their villages or in 

poor houses to those who are unable to work ; and 

(3) the food supply should be left to private agency, except 

where that was unequal to the demands upon it ; and 

(4) the land-owning classes should be assisted by loans and by 

general suspension of revenue in proportion to the crop 
failure. 

On these principles provincial codes were drawn up and were 
tested by the famines of 1896-97 and 1899-1900 and were amended 

according to experience. 

In the meantime in 1878, the Government had instituted a 

1. Indian Year Book, 1941-42, p 373. 
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Famine Insurance Grant of Rs. l£ crore a year to be provided in 
the annual budget. “The first charge on this grant was famine reliei, 
the second protective works, the third the avoidance of debt. 

The famine codes were applied in the famine of 1896-97. The 
success attained in relief was the greatest so far. The b amine 
Commission under Sir James Lyall that reviewed the position alter 
this famine, recommended relief for special classes like weavers an 
hill tribes ; they laid down rule for managing charitable iun 3, 
advocated free grant of gratuitous relief. They favoured the exten¬ 
sion of decentralized relief works. Before the people cou *~ 
from this famine, another very severe famine broke out in 1899 an 

continued in 1900. 

In 1901 reported another Famine Commission under Sir Anthony 
MacDonell. The Commission emphasized the importance of moral 
strategy*, or putting heart into the people. They recommended assist¬ 
ance by taccavi loans as soon as the danger was scented; early sus¬ 
pension of land revenue, a policy of ‘prudent boldness* involving pre¬ 
parations for a large and elastic plan of relief, constant vigilance and 
full enlistment of non-official help. They also emphasized the nece- 
sity of tackling the fodder * problem and thus saving the cattle. 
Further, they recommended starting of co-operative societies and 
extension of State irrigation in the form of protective works. 

Side by side with the development of the famine relief policy 
the State has taken measures for protection against famines. Out of 
the Famine Insurance Grant, already spoken of, protective railways 
and protective irrigation works have been constructed. 

4. The Famine Relief Fund. Under the Act of 1919 the 
Provincial Governments were required to institute a Famine Relief 
Fund by annual assignments from their revenues. This Fund was 
invested with the Central Government which paid interest on it. 
It was available for expenditure on famine relief under specified 
conditions. Under the Act of 1935 there was no provision for a sepa¬ 
rate Famine Relief Fund. Some Provincial Governments, however* 
instituted new Famine Relief Funds which are invested in securities 
of the Central Government. 

In the meantime “the Indian People’s Famine Trust ”, estab¬ 
lished in 1900 when the Maharaja of Jaipur gave a sum of Ra. 16 
lakhs, increased in volume. Within a few years due to private 
philanthropy it stood at Rs. 28 lakhs. During 1934, it increased 
further when the invested balances of the United Provinces Famine 
Orphans* Fund were transferred to it. The income from the invest¬ 
ment of this Fund is utilized for relief work whenever necessary. In 
recent years, due to the change in the character of the famines, the 
Fund has been used to relieve distress due not only to failure of rains 
but also to floods and earthquakes* 

1. Indian Year Book, op. oifc. p. S7Sw 



196 


INDIAN ECONOMICS 


5. The Present System of Relief. A few words may now be 
said about the system of famine relief that exists at present. A 1 
complete machinery exists now in the hands of the Government to 
tackle a famine when it arrives. A careful watch is kept on what 
are called ‘signals’ of approaching famine, viz., failure of rain9, wan¬ 
dering of cattle, high food prices, petty crimes, contraction of pri¬ 
vate charity. Steps are taken not only when the famine has 
actually arrived but preparations are made in anticipation : (a) “In 
ordinary times Government is kept informed of the meteorological 
conditions and the state of the crops; programme of suitable relief ; 
works are kept up to date, the country is mapped into relief circles, 
reserves of tools and implements are stocked.” (6) “If the rains fail, 
policy is at once declared, non-officials are enlisted, revenue suspen* . 
ded and loans for agricultural purposes made. Test works are then 
opened, and if labour in considerable quantities is attracted, they 
are converted into relief works on code principles. Poor houses are 
opened and gratuitous rel ef given to the infirm.” (c) On the ad¬ 
vent of the rains the people are moved from the large works to 
small works near their villages, liberal advances are made to agri¬ 
culturists for the purchase of ploughs, cattle and seed.” (d)“ When 
principal autumn crop is ripe, the few ramaining works are gradually 
closed and gratuitous relief ceases. (e) “All this time the medical 
staff is kept in readiness to deal with cholera, which so often ac¬ 
companies famine, and malaria, which generally supervenes when 

the rains break.’ 1 

Up to the recent Bengal famine this system worked quite satis¬ 
factorily “Famine in the old terrible sense of the word,” we were 
told “ceased to occur.” This was due to the possibility-of moving 
food from surplus areas to deficit areas on account of the develop¬ 
ment in the means ~>f communications and transport and the reliet 
machinery of the Government described above. But this system of 

relief failed in Bengal famine of 1943. 

6. The Bengal Famine of 1943-44. Although food situation 

could not be regarded normal duriDg the first two years of the war, 
since food prices were rising, the difficulties in their acute form 
dated from the entry of Japan into the war in December, 19 . 

worst sufferer in the scircity that followed especially after the end 
of 1942 was the province of Bengal. Apart from this province 
acute food scarcity was experienced in Madras, Bombay, and th 
States of Travancore and Cochin. In Bengal, according to the 
Bengal Famine Commission, 1* million* persons died due to the 
famine and the epidemic that followed in its wake. 

The main causes of the Bengal Famine were : (a) Shortage 

of supply of rice in Bengal due to lower yield of the winter crop 

°f AMn buHon machinery due to the ^capacity ot traders and 


1. Indian Year Book, 1943-44 , p£. 326-27. 

2. Famine Enquiry Commission Reports on Bengal, p. 110. 
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the inability of the Government to exercise control oyer the 
producers, the traders and the consumers, (c) Loss of imports 
from Burma which was occupied by the enemy, (d) Difficulties 
of bringing in supplies from surplus areas. 

In brief according to the Bengal Famine Commission the 
famine was due to (i) shortage of supply, («) breakdown of the 
normal machinery of distribution, and (Hi) the incapacity of the 

authorities to meet the situation. , 

The Bengal Famine simply underlined the serious food 

situation in the country. The situation at present may b© re¬ 
garded as a mere extension of the Bengal situation in 1943. 
We now turn to the study of this all-important problem, viz. 9 

The Food Problem. 

OUR FOOD PROBLEM 


7. Gravity of the Problem. A few years back who could think 
that our food- situation was so serious ? Not many people in 
India even now realize its gravity. But the fact is that the 
food problem now overshadows every other problem facing the 
new Dominion. It is of the topmost priority. It may, in fact, 
be considered THE PROBLEM of India. The sky is overcast 
with war clouds in many parts of the world and it may come 
at any moment. If it comes and the stream of food imports is 
cut off, we simply shudder to think of the consequences. Now the 
food ships arrive weekly, even daily ; but if supplies are cut off 
even temporarily, the ghastly Bengal drama will be enacted again 
almost all over India. The problem is so menacing and we havo 
become so vulnerable. 

This problem seems to be baffling the ingenuity of our best 
brains. It threatens the stability of the infant Dominion. Unless 
it is effectively tackled, and tackled in time, India may go the 
way of Burma and China. It is, therefore, a challenge to our 
statesmen and people. It is really curious, rather paradoxical, 
that a predominantly agricultural country should not be able 
to feed its own people and should be living literally from day 
to day on foreign supplies. 

The food problem is serious in another way. It is holding 
up all our progress not only by engaging almost the exclusive 
attention of the Indian Government but also by swallowing up 
our foreign exchange which could well be utilized for importing 
the wherewithal to accelerate economic development in the country. 

8. Nature of Our Food Problem. Our food problem has 
several facets and it is necessary to look at all of them if it 
is to be successfully tackled. It is not merely a question of 
shortage or quantitative question; it is also a qualitative one. 
Not only have we less food but also an unbalanced food. It 
is also an administrative problem, ». e., the food produced in the 
country is not properly distributed and made the best use of. 

-At bottom . our food problem is an economic one. We shall 
now consider these various aspects of the problem. 
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conv?nce F °^f«,?i >0rtaS r~ t ^ e Q aa “ tilative Aspect. It is difficult to 
sufficient fnnH P e £pl e ln India that she does not produce 

mSt ft ?. ITJTw i6teer u &nd t hG ineffi ^ncy of the Govern- 

and ° d tm h r r- Nobody ever thought of it before the war, 

and hene« g H 6 T* 1 "’ course . it was due to war conditions 

nainfollv u abn , ormal and temporary. But we are 

food «>T emmded that though the war is long over, yet the 

beranQA °* r a ^ e . remains and some would say it has become worse, 

nnrf 8pi u 6 ? f the <Grow -More-Food Campaign’, food im- 

ports are on the increase. The question of food shortage is a 

mystery to many in India. Mahatma Gandhi was definitely of 

e °P in,on that there was enough food for every body in the 
country and that controls created an artificial shortage. 

Let us face the facts. The Famine Commission of 1880 re- 
P°J. e ann ual surplus of 5 million tons of food grains in 
u ia. For sometime perhaps improvement in irrigation main¬ 
tained some sort of correspondence between increase in popula- 
lon ami the available food supply. But population seems soon 
to have outstripped the food supply. The Prices Enquiry (Datta) 
Committee reported in 1914 that the requirements of food grains 
for internal consumption have increased in a larger proportion 
than the total production of food grains. 0 Hence the Malthusian 
theory had begun to operate and the balance between popula¬ 
tion and food supply had been upset. After the first three 
decades of the present century population index in 1931 
was 117 (Base 1901), whereas the cultivated area index was 116. 
Population had thus overtaken the food supply and was 
leaving it behind. 

During the decade 1931-1941, the situation further deteriorated. 
Area under food grains increased by 1*5% but the production of 
food grains decreased by nearly 4%, whereas the population in¬ 
creased by over 15% ! l Population had now left the food supply far 
behind. An elaborate inquiry conducted in 1933 by Sir John 
Megaw, at one time one of the highest medical authorities in 
Government of India, revealed that in nearly 40% of the villages, 
the population was excessive in relation to food supply. 

Further, high death rate, appalling poverty, poor physique, 
low expectation of life and ever-recurring cycle of disease and 
famine are sure indices of our country being over-populated, 
“The average expectation of life in India is less than half as 
lanv vears as that in England while the death-rate is more 


average ejLpeutawuu ui mo m iuui» w icoo mo 

many years as that in England while the death-rate 
than double and the infant mortality nearly treble. 0 

n_ i_a?_ i_?__J-J 


exceeded 


India had 


become 

1} and 


1. 8ee Nanavati and Anjaria, p. 65, 
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India cannot provide food for about 12% of her people. The 
present deficit is estimated at 5*3 million tons. During 1948 we 
imported 28 4 million tons of foodgrains costing about Rs. 130 
crores. But in 1949 it is proposed to import only 4 million 
tons, for this purpose procurement is to be maximised and ration¬ 
ing extended. 


Recent political events'have aggravated the food situation 
In India. Separation of Burma in 1937 deprived us of rice 
and now the partition also has taken away both rice and wheat. 
With less acreage and far less irrigated area we have been 
called upon to maintain a disproportionately larger numbers. 
We have to maintain 78% of the original population with 
69% rice production and 6*5% wheat production and the wheat 
irrigated area only 54%. The magnificent irrigation works, which 
were a pride of India, have been all left in Pakistan to support 
only 20% of the original population. Their gain is our loss, 
and our Dominion starts with an initial handicap of a very 
serious nature. A further complication is that cotton and jute 
regions have gone to Pakistan and our cotton and jute mills 
may have to close unless we produce more cotton and more jute. 
No relief can be expected therefore by the substitution of food for 
non-food crops. Moreover food shortage in India has synchronised 
with shortage in all the world over. What makes the situation 
more serious is the tramendous rate at which our population i 9 
increasing which is ever widening the gap between the mouths 
to be fed and the food available. 


. Malnutrition or the Qualitative Aspect: When people 
think of the food problem they generally think in terms of the 
quantity of it, but the qualitative aspect is not less important- 
In India people are not only under-fed but they are also under- 
nourished, because their diet is unbalanced and is composed of 
less nutritious items, even though they may be getting quite 
enough to ea t t Sir John Megaw’s inquiry referred to above 
revealed that only 3 ) ^ people in India were adequately nourished 
41/ 0 were poorly nourished and 20% were very badly nourished. 
The prevailing malnutrition of the people in India has been em¬ 
phasised also by reoenb inquiries. According to Nutrition Ad¬ 
visory Committee Surveys conducted in 100 typioal rural and 
U 5 b ? n .ff ou P 3 **ave sh <>wn that “Calories intake of some 30% 

fa i belOV ! requirement and that evea when the diet 

s quantify adequate it is most invariably ill-balanced 

foods* r P ° n ?T nCe of , cereals and insufficient ‘productive 

fnJlsi Veg ®. tabIe3 and fruit « generally insufficient.” The daily 
39^n Great l?‘ k P fn Cap ^ a India ia onl y 7 oz., as against 

— Finland. It is not to be suppo sed that rich people 

1. Nanavati and Anjaria, p. 67. ' 



» 


200 INDIAN ECONOMICS 

necessarily take a balanced food. In order to make the Indian 
diet balanced in will be necessary to reduce the quantity of 
wheat, rice and other cereals and add milk and milk products, 
fruit, eggs, meat and more vegetables. But the trend in Indian 
agriculture has not been, towards producing nutritious food 
items. The area under fruits and vegetables is less than Z% of 
the total sown area; and not to speak of dairy and animal 
foods, even among the cereals t he 
more jowar and barely as against wheat and rice which are 
more nutritive. Taking 1910 as the base year, the index of 
production of barley in 1938 stood at 157, of jowar at 210, 
whereas that of rice was only 103*5, and that of wheat (after 
declining to 97*8 in 1935} rose to 104*2, 1 

* . • v r 

$ 

The necessary consequences of malnutrition are high mortality 
rates especially among infants and women of child bearing age, 
the prevalence of food-deficiency diseases like beri, beri, rickets 
and various forms of anaemia and most of other ailments known 

*■ . • 0 

to the doctors, stunted growth and inefficiency, short duration 
of life, etc. 


tendency has been to grow 


11. The Administrative Aspect. The problem of food shortage 
is rendered more acute by laxity and inefficency of the ad¬ 
ministration. On account of panic and nervousness, the grower 
is not willing to part with the produce. The alarmist speeches 
made by leaders and government officials, make the farmers 
cling to what they have produced. Profiteering motive further 
encourages hoarding, for the grower expects the prices to rise still 
higher. Stoppage of the ordinary trade channels during the War 
and lack or curtailment of transport facilities have only tended to 
immobilise the internal food stocks. High food prices put it beyond 
the reach of the masses and absence of rationing led to maldistri¬ 
bution of the scanty stocks available, because black marketeers and 
others who enjoyed increased war time incomes were able to exert 
a stronger pull. Thus our food problem would not have been so se¬ 
rious if administratively it was handled with speed, efficiency and 

honesty. 


12. The Economic Aspect : As we have already said, our 
food problem is at bottom an economic problem In essence it is 
money famine rather than food famine. The Indian masses lack 
adequate purchasing power and no wonder that they live in a state 
of semi-starvation. It is very easy to say that people should take 
a balanced diet—more meat, more milk and more fruit. But how 
many can afford it. Dr. Akroyd estimated that a balanced diet 
cost^Rs 5 readlv per head per month, whereas the ill-balanced 
common diet cost Rs. 2/8/-. At the present prices these hgures will 
have to be multiplied by five. This means that if the purchasing 




Naaavati and Anj aria, p 57. 
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p0Wer of 1 , the people is doubled, only then they may be expected to 
fmprbve their diet. Doubling of a nation’s per capita: income is not 
& 'child’s play. It only shows how stupendous is the problem. In 
tackling the food problem we come face tD face with the form id 
- able problem of poverty of Indian masses. 

i3. What We Ought To Don Having studied the food problem 
in its various aspects we are now in a position to see what we should 
do to tackle it. We have diagnosed the disease, we should now 
’ think of the remedy. The food shortage must in.the first instance 
be met by imports and at the same time we should whip up home 
; production by all possible means, i.e. y by the fullest use of the para* 
phernalla of extensive and intensive cultivation till we have attained 
self-sufficiency not merely in point of minimum ration but better nu¬ 
tritional standards. Dependence for food on others is dangerous, es¬ 
pecially in a politically uncertain and unstable world. Nothing short 
pf a revolution in agriculture and a complete overhauling of our 
.land system will enable us to attain the»goal of self-sufficiency when 
population in the country is also increasing at a terrific speed. 
Our population was estimated at 319 million in 1945-46. In 1948 
: it ; was put at *<50' million. At. t his rate the population will be 367 
fnillidn in 1*953, 3S7 'million in 1958 and 407 million in 1963. On 
the basis of 1 lb. of cereals per day for an adult, our present deficit 
:of 5 3 million tons will increase in each subsequent five-year period 
/to 7 3, 9*9 and 12*6 milli n tons; It is this menacing situation that 
we are up against. 

Then there is the malnutrition. Food production has therefore 
not only to be increased but also improved so that it becomes 
varied, rich and nutritious. A diversified production is needed. 
Besides cereals we should produce more vegetables and more fruits. 
Our animal resources have to be fully exploited to provide more 
meat and more of dairy products. Fisheries have to be developed 
and poultry farming encouraged to the greatest extent possible. 
Food supply will have to be related to national health and efficiency* 
Masses will have to be educated in the contents and benefits of a bal* 
anced diet* As Mr. Afzal Hussain remarks in his minute of dissent to 
Famine Commission Report, 1U45 : “It is abundant health, not mere 

satisfaction of hunger that should be the aim of food policy/’ 

. ■ 1 • ■ ■ • 

Further, administration will have to be tightened up. Rationing 
must be extended. Price control measures must be effectively 
enforced. Procurement procedure must be made efficient. If we are 
to make the most of our limited food resources, black-markets 
mtfst be extinguished and hoarding and profiteering treated as the 
’Worst crimes. 

V - *' */. f 

Finally and ultimately we must eradicate poverty from our 
land. This may necessitate a radical change in the existing economic 
order. It is paradoxical* that Indians should be .. poor when 
their country is so rich in natural resources. This anomaly must 
go. industrialization of a high order is needed and agriculture 
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which now is merely a mode of living must be transformed into a 
business proposition. We must, above all, do something to stem the 
tide of growing population and stabilize it at a reasonable figure. 

14. What We Have Done So Far. A Food Department was 
created in December, 1942, to deal with control of food prices, sup¬ 
ply and distribution of foodstuffs and to co-ordinate civil and mili- 
tar 5 purchases. It was also to pursue the task of food production 
on an all-Tndia basis. The Food Department bad also to arrange 
for the procurement, transport and distribution of food grains from 
the surplus provinces for the benefit of deficit provinces. A Food 
Grain Policy Committee was appointed in July, 1943, which recom¬ 
mended, inter alia , stoppfipe of exports, imports to create a Central 
Food Grains Reserve, setting up of procurement machinery, secur¬ 
ing priority of movement of food crops, introduction of rationing 
in cities with a population of one lakh and over and drastic enforce¬ 
ment of anti-boarding measures. A very important recommen¬ 
dation was the launching of the ‘Grow-More-Food Campaign.* The 
Government accepted the iecommendation9 and n oulded their food 
polioy accordingly. 

The Government’s food policy may be studied intwostages- 

(i) Grow-RJ ore-Food campaign, 1943-1947 ; and (it) Five-year Food 
Plan,1947-1952. 

15. Grow-More-Food Campaign, 1943-47. The following 

measures constituted the grow-more-food campaign : — 

(1) Increase in area under food crops by bringing new land, 
including fallow land, under cultivation, double cropping and by 
diverting land from non-food crops to food crops. Measures taken 
to encourage the bringing of more land under the plough consisted 
of interest-free-loans, rent-free leases for a term of years, rebate 
on land revenue assessment, supply of water for irrigation free or at 
concession rates, the supply of seed at cheap rates, amendment of 
Tenancy Laws, etc. 

(2) Increase in the supply of water for irrigation by the im¬ 
provement and extension of existing irrigation canals, the sinking 

of additional welU, eto. 

(3) The extended use of manures and fertilizers. 

(4) An increase in the supply of improved seeds. 


Accordingly, the provinces were asked to take up reclamation of 
new land, sinking of wells, repair and extension of irrigation 
works, use of improved seeds, increased use of green manures, 
composts and fertilizers and other measures which could be earned 
out expeditiously. Other measures recommended in this connection 
were prevention of depletion of India’s cattle wealth, importation 
of tractors and other agricultural implements, securing fuel for the 
agriculturists, regulation of crop production, compelling the cultiva¬ 
tion of culturabla Waste land and promoting schemes of ^gncultural 
research bearing "non the immediate shortage of food production. 
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Tfae campaign was conducted by the provincial ard State 
Governments ; the Central Government helped them by g^ing a 

basis ie., the provinces and States spent an equal amount out of 
their’own resources. The total subsidy and the loans'g r “tedby 
the Central Government during this perod were at out Rs. 9 crores 

and Rs. 7 crores, respectively. 

Some idea of the effort made in this connection can be had 
from the fact that about 50 lakh tons of oil-cake, 4 2 lakh tons of 
sulphate of ammonia, 20 8 lakh tons of compost and about 9,000 
tons of G. M. seeds were distributed for manure. Minor 'rogation 
works undertaken consisted of 64,000 surface wells, about 500 tube- 
wells, 3 000 tanks and 22,000 other projects. As for the seeds 3 lakh 

tons were distributed. 

What are the results. In spite of propaganda and the stimulus 
of hieher pr.ces to produce more, no striking results have been 
achieved. The cumulative result of the measures, extension ol cul¬ 
tivation, doubling of cropping, diversion of land from non-food crops 
to food crops, increased irrigation, conservation ana development oi 
inanurial resources, subsidized manure supplies, distribution of im¬ 
proved seeds, legislation, concessions, compensations, rewards and 
financial assistance to the growers, has been like that of the moun¬ 
tain being in labour and producing the proverbial mouse. Instead of 
any substantial improvement in the food situation in the country, 
we find that it has gone on deteriorating. This in spite of the fact 
that area under food crops has increased curing the period by about 
10 million acres and the yield increased by 2£ million tons. The 
grow-more-food campaign resulted in the reduction of production 
of cotton and jute w thout a corresponding gain in the food 

grains. 

Why has the Oroiv-More-Food ran poign failed to create an im¬ 
pression ? There have been difficulties : Reduction of area under 
cotton creates a shortage of cotton-seed which is an important cattle 
feed. In spite, of expenditure of crores of rupees there was ^ little 
increase, in the irrigated area due, according to Famine Commission, 
to the departments being short-handed, difficulty of obtaining 
materials and machinery and shortage of skilled labour. Irrigation 
has been our greatest difficulty. Only 25% of the food grains 
acreage is under permanently, dependable perennial irrigation and 
75% of our food area has to weather the vagaries of monsoon-band* 
Indian monsoon is said to. have all the caprices of an oiffcxit&l 
potentate. Failure of monsoon in 1945-46 in Madras nullified all the 
efforts made there under the grow-more-food campaign. Similarly, 
in 1946-47 the wheat rust practically wiped out the entire wheat 
crop in Central India. 

As regards manures, too, little progress has been made. Dae 
to pressure on land green manuring has made no headway Bone- 
meal manure is available in small amounts only. Oil-cakes are ueeid 
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as cattle feed instead of marinre. Lack of cheap fuel compels the 
cultivator to burn the cow dung. It has not been possible to 
ltnport fertilizers m the quantities that we need. The International 
Himergency Food Council allocates them and we got only 50% of 

what tie had asked. This is a serious handicap. 

Extension of improved seed takes time. There has been a 

shortage of supply of iron and steel for replacing and making 

agriculture implements. It has not been possible to import the 

number of tractors that we required. Then there is the transport 
bottleneck. 

i 

- ) 1 ** 

Above all, the Grow-More-Food campaign covers only 80- 

lakh acres out of a total of 16 crore acres under food grains i.e., just 

6%. It is idle, therefore, to expect any spectacular achievements 
under these conditions. , 

From, the meagre results of the Grow-More Ford campaign we 
learn one lesson that the ultimate solution of the Indian food, 
problem does not lie in the direction of measures adopted in this 
campaign. The campaign deals only with the immediate problem* 
of the existing deficit for the existing population. Its immediate; 
character and limited objective must be borne in mind while jud¬ 
ging its results. It is just in the nature of a few measures which; 
were expected to yield quick results to save the country from immi- 
qent starvation. There was no plan and no target. For the, 
ultimate solution of our food problem we need a carefully considered.^ 
plan and a new fcod policy. 

16. The Food Grains Policy Committee, 1947-48. The virtual 

failure of the Grow-More-Food campaign led to the appointment 1 
of another Food Grains Policy Committee in September, 1947, to 
review the whole question and suggest a suitable policy. In its ’ 
interim report issued on 31st December, 1947, it recommended a- 
policy of 'progressive decontrol/ This policy, however, /miser¬ 
ably failed and a policy of re-control had to be adopted. The 
final report of the Committee was published in May, 1 948. 

Referring to the Grow-More-Food campaign the Committee is 
of the opinion that "the measures which were undertaken were 
doubtlees in the right direction, but the objectives were too diversi¬ 
fied, the efforts were inadequate and in most areas the necessary 
vigour and drive were lacking/* In their opinion a radical revision 
of approach and a new production policy were needed to achieve . 
the desired results. 

The Committee points out that the Indian food economy is 
exposed to a number of risks, the principal of which are : (a) The 
total average production of cereals is short in relation to the 
requirements of the existing population; (6) the annual cereals 
production is subject to wide fluctuations ; (c) there are certain 
chronic deficit areas. 

The Committee agrees with the expert opinion that agricultural 
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development in India has not been commensurate with the poten¬ 
tial resources and there is a considerable scope for inc ™* B1 *g 

Indian agriculture of dependence on the monsoon. Production oan 
be Etepped up by intensive cultivation through better irrigation, 

more manures aod better seeds* 

For the deficit areas, where rainfall is scanty and agricultural 
yield is 1 jw, it recommends a special rehabilitation P ro & r *^® h 
bracincr increased irrigation facilities and dry farm g 
combined with deliberate development of cottage and small-sc 
industries to create alternative avenues of employment. 

As for cultural waste, the Committee has expressed the opinion 
that the whole approach to the problem in the past Ihas beenoU 
haphazard and improvized nature and that there has been no * 

adequate organization. Reclamation of such lands should be the 
responsibility of the Central Government. In order to ensure the 
fullest collaboration between the Central and provincial and btate 
Governments the Committee have recommended the establishment 
of a Cential Board of Agricultural Planning and a Board of Agricul¬ 
ture in each province and State. The Central Board will examine 
and co-ordinate the provincial and State plans, determine the 
priorities in the allocation of machinery, manure and other supplies 
and, 'review the progress from year to year. The Provincial 
Boards will recommend the lands suitable and available for recla¬ 
mation, assist the Central Board in reclamation work, advise in the 
cultivation of reclaimed land and report about the yearly progress. , 
To execute the reclamation plans the establishment of an autono- . 
mous organization called the Central Land Reclamation Organiza¬ 
tion is recommended with a capital of Rs. 50 crores to be subscribed • 
by the Central Government. The actual cost of reclamation will 
be recovered from the province or the State where land is situated 
in 20 annual instalments. In the settlement of the reclaimed land 
care is to be taken to avoid its divison into units of less than 200 
acres, which is considered as the minimum economic unit for 
mechanized agriculture. 

A Central reserve of one million tons, consisting of wheat and 
rice, is to be maintained throughout the period of 5-vear plan. 
Importing of food grains is to remain the monopoly of the Govern¬ 
ment and creation of an autonomous executive is recommended to 
handle food grain imports. 

The Committee has recommended a five-year food production 
plan in India and the increasing of food production annuallv by 
10 million tons within the shortest possible time so as to remove 
constant threat of scarcity, famine and helpless dependence on 
imports. 

. 17. Five-Year Food Plan, 1947-48 to 1951-52., A comorehensive 
5-year plan of food production in India has oeen chalked out in 
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pursuance of the recommendations of the Food Grains t'oucy 
yomimttee, 1947 48. At the end of 5-ye*r periol, the food output 
is o be increased by 30 lakh to?is. Each province and State has 
been assigned a definite quota. 


maln planks in the plan are : (1) Grow-More* Food works 
consisting of surface percolation wells, irrigation tube-wells, pump* 
ing installations, tanks and channels, land improvement works 
including drainage, bunding and reclamation ; and (2) Grow-More- 
Uood supplies consisting of manures, including chemical fertilizers, 

green manures, improved seeds, better implements in¬ 
cluding mechanical equipment. The revised food policy of the 
Government consists in replacing the Grow-More-Food campaign by 
& programme of intensive cultivation of that part of food acreage 
which has perennial or assured water-supply. Sixty lakh acres of 
land are proposed to be reclaimed which are expected to yield two 
million tons of extra food. The Government has also decided to 


encourage the development and use of high yielding non-cereal 
food crops as bananas, papaya, sweet potatoes, etc. To secure 
co-operation of the agriculturists, farmers, unions are intended to 
be established to introduce an element of democracy. The scheme 
is expected to cost Rs. 282 crores. 


18. Work done in 1947-48. Grow-More-Food operations have 
been intensified. Reclamation work is in full swing in several pro¬ 
vinces and States with the aid of the Central Tractor Organisation. 
In the U.P., 21,000 acres of jungle land were reclaimed during 1947- 
48 and before ihe year 194S-49 ends, 60,000 acres will have been re¬ 
claimed. The U. P. Government contemplates the extension of the 
scheme to cover 8,00,000 acres. This wasteland lies in the riverain 
tract of the Ganga in Meerut District. In about a year the project 
yielded 300,000 raaunds of food grains and cost Rs. 2,500,000 
Five thousand refugees have been settled there. In C.P., 10,000 
acres of weed-infested land are being reclaimed. During 1947-48, 
100,000 acres were proposed to be reclaimed mostly in the U.P, the 
C.P. and Madhyabharat CJnion. The Central Tractor Organization 
of the Ministry of Agriculture works on 4 no profit, on loss' 
principle and trains drivers and mechanics. It is proposed to relaim 
in all 0 million acres expected to yield two million tons of 


extra food. 


Another Central organization called the Central Ground-water 
Organization has been created for the construction of tube-wells. 
It has been assisting provinces and States in procuring materials 
and equipment and in securing transport priorities. A vast con¬ 
structive programme has been prepared for constructing tube wells 
in the O. P. 1915,. East Punjab 1,450, and Bihai; 1,200 in three 

years 1949*50 to 1951-52. 

The Government of India has set up a Nitrogeu Pool which 
works on ‘no profit, no loss' principle distributing fertilizers among 

provinces and States. 
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The target of food production for 1947-48 was 91akb additional 
tons. Actually 7 lakh tons were produced. Failure of monsoon in 
Madras and disturbed economic and political conditions in East 
Punjab and West Bengal were responsible for failure to hit the first 

year's target. 


Indian' food problem is too big a problem to be tackled in a 
year or two. To quote Mr. Jairamdas Daulatram, our Food Minister, 
“ Unless we realize that only bigger irrigation schemes would place 
this country on a more dependable source of supply or unless thou¬ 
sands and thousands of our tube-wells gh e a more abundance of 
water supply, and unless lakhs and lakhs of more acres of new land 
are put under the plough, it is not easy to meet the requirements of 
a growing population which increases at the rate of 40 lakhs a year. 
The Government in the U.S A. is spending Re. 78 per head for 
improvement of agriculture and we are spending one anna. In India 
we have six agricultural officers for every 10 million persons, in 
America they have 400. Can the things go effectively, rapidly and 
satisfactorily in India in these circumstances ? 
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LAND REVENUE POLICY 
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1. Introduction. Land revenue as a source of State income 
has come down to us from times immemorial.. In modern times, 
however, the systems of land reveuue assessment, the methods of 
calculating the charge, and the manner of its collection, have all 
been attacked from time to time in the Legislature, the Press and 
from the platform. In this chapter we shall . first describe the 
various land revenue systems prevailing in India, then we shall 
examine the theoretical basis of the policy of the Government, and 
finally, we shall evaluate the various reforms that have been suggest¬ 
ed to make the system more equitable. 

• • 

2. Land Revenue Systems. The land revenue systems pre¬ 
vailing in India may be classified from two points of view : 

(а) Whether the land revenue is fixed once for all, or whether 
it is revised periodically. The former is known as the “Permanent 
Settlement,” and the latter as the “Temporary Settlement.” Here 
the period of revision varies from 20 to 40 years. 

(б) The second basis of classification is the responsibility of 
paying the land revenue. On this basis we have three land reve¬ 
nue systems :— 

j « 

* (») Thd Zamindari System under which the responsibfiity for 
4 *\ •/ . the payment of land .revenue rests on the Zemindar 

or the owner of land who realizes the amount from 
actual cultivators. It prevails in Bengal and the U. P. 
mostly. 

(ii) The Ryotwari System under which every holder of land is 

individually responsible for payment of land revenue. 
It prevails mostly in’ Bombay and Madras. ^ 

(in) The Mahal watri System under which the members of village 

communities or co-sharing bodies are jointly and 
severally responsible for the payment of land revenue. 
This system prevails in East Punjab and in parts of 

the U.P. 

Twenty-five per cent of the area ia permanently settled under the 
Zamindari tenure and 39 % temporarily settled under Zamindari and 
Mahalwari tenure; the Ryotwari tenure covers 36 % of the total 

area , 1 , , c , 

3. Permanent Settlement. A "settlement” may be defined 

as offioial assessment of land revenue due to Governmento. 1 

is preceded by a more or less f ull survey, classification and valua- 

j N inaVlUi an d Anjaria—Theludian Rural Problem, p. 50. 
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tioii of the land and an inquiry into the rights of all persons oon- 

corned 1 It is both a fiscal and a judicial operation. A settlement, 
as we have noted above, may be Permanent or Temporary. 

The Permanent Settlement was introduced m Bengal m 1793. 
The revenue due from the Zamindars was fixed m cash in perpetuity 
The rite fixeS was 10/11 of the rents realized by the Zamindars at 

land gradually role due to increased security and higher prices of 

dar, rose cons.derably. '“° erm L e nUy settled area. 

LmtrXdT leT^n res, ^rental. in the .ante 

a ”“peTan“ent d Settlement JTextended* to Banara. in 1795 and 

time agitation for the extern on olthrs b Be „. nu8 

Commission (1938-40) has recommended its abolition. 

The Permanent Settlement is supported on the following 

gr ° U ”a) 8 From the financial point of view it has insured a fixed and 
stable revenue for the State. 

<l\ u ha9 helped political stability in India by creating a loyal 
ol../ if Zatindar P s. (But areas under temporary settlement alao 

e ” i0 Lf H 0 ''h‘“ "eader. in the political and social.field, who 
' ’ , sound ideas and sanitation. (This 

advantage ^eema*donbtful Upeoially the political leadership of a 

l ° S8 ’(d, t nt’farther said that the system has created a P™«Perous 
peasantry with tie zUSta EZ 

prosperefTat^he expense of the cultivator, and the public treasury) 

, should be enjoyed by the actual man behind the P|°ugh. 

4 The Bengal Land Revenue Commission (1938-40). A 

appointed in 1938. nnder the ehairmansh.p of Sir France Moud, 

to examine the land revenne’ 8te S 6 ° ma j or ity of the Commission 
favoured the abolition of Permanent Settlement on the following 

e ’“w a ha. deprived the Governme nt of a share of increase in 


A 2 *. Resolution on Land Revenue Policy, 1902; p. 82, 
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the value of land which has resulted on aooount of the inorease 

in population and extension ol cultivation. 

(b) It has involved the Government in loss of revenue from 

minerals and fisheries. . . , . , , 

(c) It has deprived the Government of intimate knowledge of 

rural conditions as afforded by the Ryotwari system. 

(d) It has imposed an iron framework which stifles initiative 

and enterprise of all classes. 

(el It has encouraged excessive amount of sub-infeudation, 
creating a number of intermediate interests between the Zamindar 

and the actual cultivators. 

In short. Permanent Settlement has resulted in the evils 
of absentee-landlordism, rack-renting and economic serfdom of 

the actual cultivator. 

The Commission favoured the replacement of this system by 
a Ryotwari system and added that it was no longer suffed to 
the ^conditions of the present time. The policy should be to 
brine the aotual cultivators into the position of tenants holding 
directly under the Government.* It is hoped that the recommenda¬ 
tions of the Commission will be given effect to without delay. 

Tt is necessary to understand that the objection against per- 
11 V “S3 is not that it is permanent. It is not to 
manen making it temporary will bring a millenium, 

otherwise peasant ^auTrS^to the fundamentals of land 

very hajpy. various parties concerned. Unless 

ri ghts' are equitably adjusted, there will be no incentive 
Wt for Efficient us^ of land and our peasants cannot prosper 
f lan we have an equitable system of taxation. 
n ° r What then should be the duration of Settlement 1 As for 

the duration of eeti^ ^ Bhort . period settlement, 

reasonable. Undevel p opportunity to adjust its claims 

r r ^tJSS^T^S, year? settlement removes 

10 iaintv about the State demand for a generation, 
uncertai . c nM i nts Temporary settlements are not 

5. Temporary St rtlHe™ difference! arise due to (1) difference 
of a uniform oharact ® ' . harRt > is collected, (2) differences in the 

period of 13) ltrl ^''at the “net e«te,“ and (f.) the 

,ba charge. ^ a6setB uUen bv the Government, 

proportion of b wh icb the charge is paid, as 

- As regardB the .L—inimr factor is the system of 


( 1 ) 


already 


w e navt? 

'“ d , ;'Tminda’'‘se°tl"m™t.7(») Maialrceri Settlement., end 
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of 

it 


(2) Ah regards the periods of 30 yearB, 

ZSErFtt"y°™ "i- ^t?. United Province, and the 

P “t, S^h ^a^ to JVJtf-J&X 

Sfif SSTCg“flhe percentage i» a. high a. 70 and in 

Bombay it is 35 / 0 . f nn( i ftr the three systems 

of HeTtletnt?""ih^Ia^daTSe Mahaiwari and the Ryotwari. 

6. The Zamindari Settlement- tnlXred 

Bengal is also Zamindari y gett lement with Zamindara in 
Bengal' whcT'are^under temporary settlement and also the settle, 
ment with Talukdars of Oudh. . ... 

The usual settlement operations 

in the holdings are re coried andto officer a.certains 

payable to the Stal* “ “»*^ the l a „d-holder. in Bengal are 

ttA-tSS&zsr ■at- may be pMd 

7 Mahalwari Settlement- This type of settlement operates 
iQ Western U P and East Punjab. The land is supposed 

[ordfsm prevalent in Oudh (U. P.) and Bengal covered by the 

Zamindari Settlement. . 

A survey of all lands is conducted, boundaries of holdings 
are demaZtld and a complete record of rights is prepared of all 
■ Xe parties interested in a particular estate. The land is divided 

into circles according to productivity. 

Net Assets. Rental assets, called Net Assets, of each estate 
are ascertained which consist of the cash rents received by the 

owne^hip of land, e.,.f grazing rights, fodder fruit, vegetables, 
eto. If the land is given rent free or if the land is cultivated 
by the proprietor himself or if rent is paid in kiud instead of 
cash then an attempt is made to find out what the cash 
rent would have been if the estate were given out on oash rent. 
The landlord’s rentals are called ‘Net Assets . 

The term 'net assets’ and rent are not indentioal, but generally 
« full add reasonable rent paid by a tenant- at-will is regarded 
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as a sufficiently near approximation to the net assets. The 
assessment in practice is, therefore, based on rent. In the words 
of the Punjab Land Revenue Committee of 1938, "Net assets of 
a tract represent what the land of the tract might ordinarily be 
expected to fetch in rent, less all costs incurred in earning 
that rent." In other words net assets and normal rents, less 
costs, are synonymous and, as defined, they may be called 
landlord’s net assets. 

The land revenue demand of the State iB fixed as a fraction of 
the ‘net assets’. At first the Government charge 80% of the net 
assets, later according to Saharanpur Rules 1855, it was reduced to 
60% , now it is muoh less, 25% in some provinces. 

Land revenue is fixed in the first instance for the entire village 
and is then distributed over the individual holdings. The village 
co-sharers are made jointly and severally responsible. A co-sharer 
of standing, called Lambardar in East Punjab, undertakes to colleot 
the land revenue and pay in the Government Treasury in his repre¬ 
sentative capacity. A section of the village community, or even an 
individual co-sharer beyond a certaindimit, can insist on a separate 
assessment or ‘perfect partition’ as it is called. This is the usual 
pattern of settlement operations in Mahal wari areas, though there 
are slight provincial variations. The settlement itself is partly 
judioial and partly fiscal operation. 

In the U.P. aotual cash rents, paid at the time of settlement, are 
taken as the basis. Cash rent is the rule in the U. P. It is therefore 
not difficult to oome across cash rents in each circle and these are 
made applicable to the holdings whioh are cultivated by the proprie¬ 
tors themselves. The Government takes a certain percentage of 

these rentals or ‘net assets’as they are called. , 

In East Punjab rents are usually paid in kind and hence 

probable cash rents have to be determined A fair rate »■“«*: 
Lined on the basis of rents of typical holdings. If a typical 
holding in a oircle Is being cultivated on cash rent, then this 
rate is applied to all holdings in the circle. In case there are 
nolnstaJes of cash rents, as may generally be the case, then money 
value of the landlord’s rentals reoeived in kind is ascertained on 

the basis of average prices, average yield per acre, eto. This is t e 
the basiBO * oirole. It is then distributed over different 

hrddings In theory, there is joint responsibility for the payment 

k y c. re °S.the aZIZLt charge. 26 % of the 'net ..set.- |« hmd 
“”j£; Sliiin, Scot. System A «w P 

was formulated in the Punja 

I vallnur district in 1935. 

^ UP This was necessitated by the unprecedented ran 

. aiiww 1930 The object of the new eystei 

to pitch H. demand high amrngh to take hflo 


D aii iae 111110 ui uuo - 

This is known as the Sliding 80 ale Sys 


was “to 
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account the possibility of prices rising to the average level of the 
last 20 or 30 years, and meanwhile to adjust this demand at each 
harvest to ourrent prices.” 1 According to the old system the stand¬ 
ard rates did not change throughout the period of settlement ; of 
course, remissions and relief could be given according to the charac¬ 
ter of crops. According to this new system the revenue rate, as 
finally announced for a particular square, represents the maximum 
which Government can take during the period of 40 years. But the 
Government will not take these maxima rates unless the general 
level of prices is at least as high as the commutation prices. If in 
any year the general price level gives up beyond the commutation 
prices, the revenue-payers will be given the full advantage of the 
excess. But if in any year the general level of prices is lo ver, a re¬ 
mission in the revenue rates will be given the following year pro¬ 
portionate to the difference. 

Thus while the Government was "bound not to exceed the 
maximum rates as fixed ” they would “ give to the revenue-payer 
the full benefit of the fall in prices, however great that may be. ” 

The strongest critic of the sliding scale system was Professor 
Brij Narain, He raised two objections against it : (i) a That the 

system takes no account of the costs of cultivation ; and (if) that it 
is based on not real but " theoretical or paper net assets. 

“ When prices fall heavily,” writes Prof. Brij Narain, “ anjl 
costs less heavily it is possible that net assets may wholly vanish. 
But the sliding scale assumes that the zamindar always enjoys net 
assets, provided the fall in prices is not 100 per cent.” 2 

Prof. Brij Narain, therefore, recommends that "remissions 
should be granted according to the fall in net assets, not mere¬ 
ly according to the difference between commutation and actual 
prices.” 3 

The Punjab Land Revenue Committee recognized this defect 
of the system. They agreed that in a period of falling prices any 
remission given in proportion to the fall in an owner-cultiva¬ 
tor’s gross inoome would not be in proportion to the fall in his net 
income. " But when prioes start rising again,” they added, “ the 
reverse process sets in, and in time, it may be supposed, the two 
tendencies neutralize each other.” 4 

The reoent enormous rise in prices seems to have vindicated 
this view of the Committee. 


In C.P., there are Malguzars who were originally land revenue 
‘farmers’ but who were conferred proprietary rights by the British 
thus degrading the real owners to the position of tenants. Lest 
these nominal landlords should exploit the erstwhile owners, the 
rents payable by the latter to the former have also to be fixed. * An 
elaborate system of soil classification is adopted to fix the rents. 
The value of a ‘soil unit’ depends on the average net profits of oul- 


. Ibid, p. 30.^ 

2. India Before and Since the Crisis, Vol II. p. 611. 

” 5 * „ p. 617, 

4. Report, op. oft., p. 51. 



214 


INDIAN ECONOMICS 


tivation for whioh both fertility and situation are taken ini6 
acoount. 

8. Ryotwafi System, (a) Madras. The assessment of land 
revenue is, as usual, preceded by village surveys, recording of rights, 
classification of soil according to productive capacity, etc. The pro¬ 
ductive capacity is estimated with reference to the yield of an or¬ 
dinary crop whose money value is found out on the basis of the 
average price of the preceding 20 non-famine years. From the gross 
produce are deduoted the necessary expenses in order to ascertain 
net produce. Allowance is also made for seasonal variations, un¬ 
productive areas, traders* profits, distance from the market, etc. 
Land revenue demand is fixed at 50% of the net produce. Actual¬ 
ly, however much less is charged, a 50% rule is applicable to the 
best lands. Some adjustments are made on account of the position 
of the villages, which are arranged in groups, and the nature of 
irrigation facilities available. That is why it happens that different 
rates come to be charged from similar soils. Tne land revenue is 
settled every 30 years but enhancement is not permissible unless 
prices have risen or the Government has made improvements like 
railway construction. The maximum enhancement permissible is 

18 f%. 

(6) Bombay . Here again as a step towards assessment the 
Whole process of delimitation of boundaries, determination of sur- 
vev numbers and classification of soils is gone through. There is at 
first group classification ofi land, based on a number of factors, e#^., 
configuration, climate, rainfall, standaid of cultivation, labour sup¬ 
ply and wages, variations in the cultivated area during the preoed* 
ing 30 years, prices, crop yields, expenses of cultivation, rental 
values, etc. This is known as annewari classification, standard land 
being called the 16-anna land. A standard rate of assessment is 
fixed with respect to such land but the standard rate is not to exceed 
35% of the preceding 5 years* average rentals of the lands in ques¬ 
tion. The assessment of each holding depends on its class. It it is 
12 anna land then the rate applicable to it will be fth of the stand¬ 
ard rate. 

The Bombay land revenue system was formerly empirioal, a lot 
of discretion being given to the settlement officer. But rente 
value has now been legally fixed as the basis of maximum as 

ment. . ■ 

The Bombay Land Revenue Code (1939), imports to thei system 

of land revenue much needed elasticity by empowering the Govern¬ 
ment to ohange the land revenue demand in any year on the basis 

of a chaDge in t grioultural prices. 

At the time of resettlement, land revenue oan b ® ® nba “9® d ’ b ’ 1 " 
,p to a XtLm of 25% for the .bole groa p aad 50% m the <«; 
nf an individual village or survey number. Improvements matte y 
Ste oaltieator bimwlf outsat be regarded aa a groaad at eabaaoe- 

meuW 
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9. Basis of Assessment. From the rapid survey of land re¬ 
venue systems given above it is clear that the basis of assess 
[s the rental, though it is called ‘net assets’ or ‘net produce . In 
other words the assessing authority takes into consideration what 
the landlord receives from a tenant or wliat he would have received 
if he gave out the land to some body else for cultivation. No heed 
is paid to the expenses of cultivation or the profits of cultivation. 
This is very unfair. In India, a country of growing population pres¬ 
sure on the soil, where avenues of employment are limited 
and where an overwhelming majority of the people must fall back 

on land as a means of livelihood, the rents will naturally be high, 

much higher than what tenants could afford to pay if they carried on 
agriculture as a business proposition rather than as a mode of living. 
It is not, therefore, fair to take rental as the basis of land revenue. 

When agricultural prices fall, as they did in eaily thirties, the 
cultivator undergoes a positive loss. His income does not cover even 
the wages of working members of the cultivator s family. They have 
thus to share for the benefit of the landlord. According to Frot. 
Brij Narain, the landlord’s share contains a large element ot loot 
and “Government’s land revenue is a share of this loot. 

The Punjab Land Revenue Committee (1938) quoted statistics 
to prove that only during depression the present mode of calculating 
the net assets worked to the disadvantage of the owner-cultivator. 
Prof. Brij Narain challenged these figures and said they were 
‘cooked’ and useless for scientific purposes, e.g. the wages of an 
adult worker were calculated on the basis of Rs. 120 a year which 
is ludicrous. Prof. Brij Narain was able to prove, by taking a 
reasonable figure for the wage, that landlord’s net assets were higher 
than owner-cultivator’s net assets. The whole issue hinges upon the 
rates of wages taken. The Punjab Committee was not prepared to 
change the definition of net assets and was in favour of continuing 
the present. system. 

Most of this discussion is now academic as the abnormal rise in 
prices has altered the whole situation and has increased the paying 
capacity of the owner-cultivator. The rebate of 25% recommended 
by the Punjab Committee may meet the inequalities, if any, arising 
out of the indirect estimates of the owner-cultivator’s net assets. 
In a slump, apart from remissions and suspensions and temporary 
relief, the sliding scale system introduced in the newly settled areas 
of the Punjab should considerably lighten the land revenue burden 
on the small landholder. In Bombay, too, there is a such provision. 

When all is said the faot remains that the ‘net assets’ are land¬ 
lord’s net assets and have no reference to the costs of cultivation 
or the net profits r.f cultivation The just basis of assessment would 
be profits arising out of cultivation as is the case with income- 
tax. . . 


10. The Incidence of Land Revenue : Is the land revenue 
urden excessive ! The defenders of the policy of Government 
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have argued that the burden is far from heavy. Historically 
the charge is considerably less now than it was either under the 

f/lfith 7 ^ 6 Muahm ruiers. Thus Manu took from a l/12th to 

calamity as much as l/4th. 1 The share was more under 
Akbar. The Sikhs in the Punjab took even more. As a rule 
the demand under the Sikhs varied from two-fifths to one third 
of the gross produce. The British fixed the maximum demand 
at one-half of the net assets, though actually it came to less 
than oO per cent of the rental. Measured in terms of gross produce 
the average oharged for three years ending 1936-37 was only 
6-7 per cent. “If we were to take the last three pre depression 
years, wrote the Punjab Revenue Committee (1938), “the pro¬ 
portion would probably be less than 6 per cent. Compare 

with this the 33 to 40 per cent taken by the Sikhs a hundred 
years ago.*’* 

The average land revenue per cultivated acre in the Punjab 
came to Re. 1-9-2 for three years ending 1936-39. 

The following figures 8 give incidence of land revenue per 
cultivated acre and per head of population in 1939 in some 
important provinces of India : 

INCIDENCE OF LAND REVENUE IN 1939 


Province 

Bengal 

Permanent Settlement 
Temporary Settlement 

Oudh :— 

Permanent Settlement 
Temporary Settlement 

Punjab : 

Bombay 

Ryotwari 

Madras s— 

Ryotwari 
Zamindari 


• • • 


• • • 


• • • 


• • • 


• • # 


• • • 


• • 


• • • 


• • • 


Per cultivated 

Per head of 

Rs. 

acre 


Population 

As. 

P. 

Rs. 

Ab. 

P. 

1 

4 

0 

0 

12 

0 

3 

4 

0 

0 

11 

0 

1 

6 

0 

1 

15 

0 

1 

15 

0 

1 

9 

0 

1 

16 

0 




1 

11 

0 

1 

15 

0 

2 

8 

0 

1 

15 

0 

1 

0 

0 

0 

14 

0 


Thus the supporters of the present system argue that (1) the 
burden of land revenue per acre as well as per head of population is 
extremely low and as compared with what is used to be in the past, 
it is insignificant, (2) it is asserted that even if this burden was abo¬ 
lished it would go to a class of rent receivers and would not benefit 
tbe actual oultivatdr, 4 (3) it is suggested that the prosperity of the 
oultivator has increased under British rule while the tax burden has 
been reduced, and finally (4) that the land revenue is not a tax but 
rent, and as suoh it does not enter into the oost of production and 
does not affect the prosperity of the oultivator. 

~ Taxation Enquiry Committee Report (1924-25), p.39. 

2. Report, p. II. 

3. Taken from Wadia and Merchant; Oyr Economic problem, p« 2*e. 

4. Anateyi op. ©it., p# 377, 
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Whether the land revenue is a rent or a tax is a controversial 
issue which we shall examine presently. As regards the other argu¬ 
ments given to support the thesis that land revenue is not a serious 
burden on the Indian peasantry, the following reply may be given.- 

(i) Under the Hindu and the Muslim rulers the land revenue 
was fixed and collected in kind. Therefore its burden varied with the 
capacity of the assessee to pay.. At present even though remissions 
and suspensions are granted, the charge being fixed in cabh, it 
becomes very oppressive when prices are low. The amount and 
methods of collection now are much more rigid than they used to 

be under the Indian rulers. 

(ii) The pressure on land has considerably increased during the 

British period due to increase in population and decay of handi¬ 
crafts. Even after a high percentage of gross produce was taken away 
by Indian rulers the total produce per family being larger the 
residue was enough to maintain them in their customary comforts. 
Now the land per family is very small and hence their total produce 
is hardly enough to maintain them for the year. Even a small 
portion of this small supply, if taken away, may impose painful 
burden on the family resources. ' 

(fit) Even if we accept the proposition that the present 
burden is lighter than it used to be several hundred years ago^it does 
not justify the present burden if it is an unjust one. We must 
not apply the 16th century standards of justice when we are living 
in the 20th century. We must judge the justice of the land revenue 
on its merits, according to modern theories of taxation. 

(iv) To say that the benefit of abolition will go only to the 
rent*receivers will hardly stand examination. Many land revenue 
payers are peasant-proprietors ; they will be direotly and immedia¬ 
tely benefited from any reduction or abolition of this charge. As 
regards the big absentee landlords (if they have to continue at all) 
the burden is too light rather than too heavy. They should 
pay higher amount not as land revenue but as tax on agricultural 
incomes. 

(v) As regards the increase in the prosperity of cultivators this 
is not a definitely established fact. Opinions differ whether the 
average cultivator today enjoys a more wholesome food, clothing 
and health than he used to do in centuries gone by. Even if his 
poverty has decreased (we can hardly talk in terms of prosperity), 
that is no justification for putting a burden on him for which his « 
economic capacity does not befit him. Have the classes who have 

really prospered under the British rule paid their quota in similar 
proportion ? • 

(vi) The real reason why relief is denied to the peasant- 
cultivator is that if uneconomic holdings are exempted from land 
revenue, the effect on Government finances will be disastrous. 

i > 

Now let ua examine the theory that since land revenue is not a 




INDIAN ECONOMICS 


tax but a rent, suggestions for the application of the principles of 
taxation to it are not justified, nor does its payment affect agricul¬ 
tural prosperity since it does not enter into cost of production? 

... vru i bl8 , connection we have to examine two propositions, 
ft) v\ hether land revenue is a tax or a rent, (it) In practice, even if it 
is a rent, does the cultivator get reasonable return for his labour and 
enterprise before he pays the land revenue. In other words, does 
it cc ire out of the true economic rent of the land or does it encroach 
upon the fair returns to the cultivator as labourer and entrepreneur* 

Whatever be the nature of land revenue it must be adjusted to 
the taxable capacity of those who . pay it and it must be levied in 
accordance with the well-known canons of taxation. The most 
important canon, viz.. Equity, will be satisfied if uneconomic holdings 
are exempted from land revenue and if the principle of progression 
js introduced. Further, it must be made elastic by making it 
adjust able to cliir atio conditions and price changes* 

11. Tax or Rent. Whether the land revenue is a tax or rent is 
an old controversy and has little practical bearing on matters of 
policy. Baden Powell has called it a profitless “war of words”. 
Even if we agree that the State in India is the universal landlord, 
and hence the land revenue is a rent, this does not justify the impo¬ 
sition of this charge without reference to the welfare of the people* 
Even a landlord, if he is enlightened, may exempt uneconomic hold- 
ings from rent. When the landlord is also the State the welfare of 
the subjects, and not any theoretical right to the imposition, should 
be its primary consideration. If the small holder requires relief, he 
must get it whether the payment he is making as land revenue is 
theoretically regarded as a tax or a rent. 

Whether land revenue is rent or tax will depend on answer to 
the question : “Who owns land ?” It will be rent if the State is the 
owner and tax if people are the owners. There is little evidence to 
prove that the State in India is the landlord. The State in India 
cannot base its claim to ownership of land on history. Acoording 
to Wilson, “The proprietary right of the sovereign derives no warrant 
from the ancient laws or institutions of the Hindus and is not reoog-i 
nised by modern Hirtdu lawyers as exclusive or incompatible with 
individual ownership.” As for the Muslim law, we have got the 
authority of Col. Galloway : “The soil was the property of the 
cultivators as muoh as it could be. Law gave no power, policy gave 
no motive to remove him, to disturb him so long as he paid his taxes 
.The right of the Indian husbandman is the right of posses¬ 
sion and of transfer.In what respect then, is his right of 

property inferior to that of the English land-holder ?” 


Even in modem times, the State in India has not claimed the 
right to the ownership of land. As Baden Powell has pointed out 
with regard to the Zamindari tract, Government has definitely stated 





LAND REVENUE POLICY 


219 


that property right in the soil “ha9 been declared vested in the 
holders”. In Ryotwari districts the State has a “residuary right 
with regard to vacated and waste land, but has no power to eject a 
cultivator “except as a result of process in default of revenue pay¬ 
ment.” “Hence,” he concludes, “the 'recognized ownership of 

Government does not exist at all in a large part of India, and in 
other parts only in a very qualified manner.” 1 State being not the 
landlord, land revenue cannot be called a rent. 

But this charge contains features of a tax as well as a rent. 
Since it is a compulsory levy of the State periodically collected 
it resembles a tax. But since almost 2 all lands have to pay it and 
it has no element of progression, and in some provinces it is m 
addition to a tax on agricultural incomes leviable also in others, 
one might think it as a rent. “Perhaps it would be nearest to say, 
remarks Vera Anstey, “that it is a tax oq rent, and that as a large 
proportion of the actual cultivators in India is in a sense ‘land- 
owners/ there is no doubt that the Government is receiving as 
revenue an income that would otherwise go into their pockets. 

But whether it is a rent or a tax, it is a charge made by the 
State and hence it must be adjusted to the cultivators’ ‘faculty to 
pay’ and must be made to conform to canons of taxation as 
pointed out above (Sec. 10), 

12. Does the Indian Land Revenue Satisfy the Canons of 

Taxation? Equality, Certainty, Economy, Convenience, Elasticity, 
Productivity and Simplicity are the well-known canons of taxa¬ 
tion. The amount to be paid is certain but the basis of assessment 
is not clearly understood. It thus lacks simplicity and only partially 
satisfies the canon of Certainty. Convenience is satisfied as land reve¬ 
nue is collected in instalments and at the harvest time. The land 
revenue establishment has a big bill but it cannot be considered all 
as cost of collection, as the revenue staff performs other administra¬ 
tive duties too. Hence 'Economy* canon cannot also be regarded 
as infringed. The canon of Productivity is satisfied as the yield 
of this tax is very large and is the mainstay of the provincial 
Governments. It, however, lacks elasticity, for either it is fixed in 
perpetuity, as in Bengal, or for 30-40 years. In Bombay and East 
Punjab, however, a measure of elasticity has been imparted to land 
revenue in recent times. The most important canon, viz.. Equity, 
is violated in the fact that even uneconomic holdings have to pay 
land revenue and there is no progression. The land revenue is, 
therefore, oppressive and iniquitous, on the whole. 

13. Is Land Revenue Rent in the Ricardian Sense ? Accor¬ 
ding to Ricardo, rent is a surplus above costs. But in India most 
of the land-holdings are uneconomic leaving absolutely no surplus. 
Land revenue in such cases impunges on the barest meanB of sub¬ 
sistence. Not to speak of a surplus, even the minimum costs are 

1. .Quoted by V..Anstey op. oit, p. 376. 

2. Some lands are revenue free grants. 

3. V. Anstey, op. cit., p. 376. 
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not recovered from income from land. If the farmers were to 
calculate the wages of those members of the family who work on the 
field and add them to costs of cultivation, agriculture, in normal 
times, will be in most cases a losing proposition. 

On the other extreme are the big landlords on whom the land 
revenue sits very lightly. In their case it may be much less than 
the economic rent. In between these two extremes land revenue 
may coincide with Ricardian rent but that would be by accident 
and not by design. Actually there seems to be no necessary con¬ 
nection between our land revenue and the Ricardian rent. 

14. Lines of Land Revenue Reform* The Indian land revenue 
system has met with devastating criticism both from the experts 
and the lay politicians. It largely rests on the maxim : ‘An old 
tax is no tax.” The main objections to the present system of land 
revenue are : 

(a) The burden is oppressive on the majority. 

(b) It violates the canon of equity as there is no minimum 

exemption and no progression. 

(e) The basis of assessment is unjust and obscure. 

(d) The system lacks elasticity as the land revenue is fixed 

either permanently or for a long period of 30 or 40 years. 

(c) There is rigidity in collection. ‘ 

As far as the reforming of the present system is concerned, as 
already said, whether the land revenue is a tax or a rent is a matter 
of no consequence. Various kinds of suggestions have been 
made to improve the present system. Usually two .objects are kept 
in view in this connection: (i) relief to the holders of very small 
holdings; (ii) more equitable distribution of the burden of taxation 
as between the larger land revenue payers and payers of other forms 

of taxes. 

The various suggestions for reform may be indicated as under. 

(1) Abolition of the Permanent Settlement. This we have 
already considered and approved. 

(2) 8ome suggest the abolition of the land revenue as such and 
substitution in its place an income-tax on moomes derived from 

agriculture. 

(3) Others would like to apply the principles of income-tax to 

land revenue, exemption of small holdings and imposition of a 

graduated rate on larger owners. 

(4) Finally, some writers expose the defeots of the manner in 
which net assets are calculated especially in the Punjab and wou 
like to make this estimate more scientific. 
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15. Relief to The Small Holders^ re ^°® u B e ch °harged h ° The 

eugg« sts the entire abolition of ® relieving the small holder 

abolition of land revenue aims pnma y connection, seveiftl 

of the burden of this payment Id ^ conoee^ ^ ^ 
questions have to be carefully consider 

taken. They are • i». • i ppnnomic and 

(t) Is it desirable and justifiable on P 0 ^ en £ ire ) y freed from 

ethical grounds that the small holder ® M of the state ? 

making any direct contribution to the f iU it improve his 

(it) If he is given this relief, how far win v 

standard of living or methods of P r °f^ ct :„i i 098 to the Govern- 
m What will be the extent, of the f“^ve sources ? If not, 

what are to be the likely consequences of th,» * the exem pted 

expenditure on the welfare of the people—including 

small holders ? 

Let us consider these questions. . . .. 

f») The land revenue assessment and collection ? e ® ess * ftn( j 
keeping of records of land, its produce an d J ^ ^ the eco- 

nomist. Politically land revenue payment is linjcea , p _. , Bu | 

right though some other system of suffrage cou testified 

these*are only incidental advantages. The system Com- 

onmore fundamental grounds. The Punjab Land Revenue Corn^ 

eleciallv in the Punjab, enjoys special privileges* and pro- 
Son Sven by the State. Hence he should make some contribu- 

tion to the State treasury by virtue of his being a landho * 
wHness® asserted that the small holder would not like being exemp¬ 
ted from the land revenue oharge which enhances his se *“P° ‘ 

the same degree of burden. Hence land revenue charged from the 


2. 


“The land of these Agriculturists cannot be sold m execution of a 
money decree or mortgaged to a non-Agriculturist for m<° r .® 
years! A landowner cannot be evicted by a civil court without the 
intervention of the revenue authority, and he is entitled to retain 
enough land for the maintenance of himself and his tomily. Jiis 
plough, cattle, implements and seeds cannot be attached It he w 
sued and his interest oharges exceed certain statutory limits, they 

can be reduced. The burden of proving that consideration as 
passed is on the money-lender nor can a decree be passed against 
him for more than twice the principal. When he dies his ancestral 
land is not liable for the payment of his debts unlees charged upon 
it. Finally under an Act of 1934 Conciliation Boards are being set 
up all over the province to settle his debts.” Report p, 74. 

Written memorandum by Sir G. De Montmorency. Report, p# 176. 
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small holders cannot be justified on economic, political or ethical 
grounds. 

Regarding No. (it) above, Mrs. Anstey holds that “judging from 
pa6t experience, it appears likely that part of the increased income 
would be squandered on increased expenditure on ceremonies, and 
that the rest of it would be swallowed up by an increase of 
population, rather than in any improvement in the standard of 
life or methods of cultivation.” 1 This again is a very flimsy 
argument. Does the Government, while considering taxes on other 
classes of population, probe into the way the money would be spent 
if the tax is reduced or abolished ? Certain social ceremonies are 
as important to the poor cultivator as are various kinds of 
recreations and social expenditures to the better placed classes. Of 
course the poorer sections should be instructed as to the manner 
in which they can get the best advantage from their small incomes. 
This should be done by extending educational facilities—not by 
taking away a part of their meagre incomes in the form of a tax. 

(Hi) Finally, we come to the financial consideration. If land 
revenue is abolished and an income-tax is imposed on agricultural 
incomes with the usual exemption limit, the revenue of the 
Government will fall very- seriously. Even from the bigger 
landlords the income tax charge will bring much lees than the 
land revenue oharge. The latter is roughly 25 per cent of their 
not income from land. The average income-tax rate will be 
much less. Even giving exemptions to small holders without 
abolishing the oharge on the larger land-holders will mean a 
serious curtailment of revenue. The Punjab Committee estimated 
that if those who paid less than Rs. 600 (with net assets of 
Rs. 2,000—same limit as inoome-tex) were exempted, the total 
“land revenue will be reduced from R. crores to 30 to 40 lakhs.” 2 
Even if incomes up to Rs. 250 were exempted, the Committee 
estimated the loss at over Rs. 2J crores. In terms of land revenue if 
only those who pay Rs. 10 a year or less are exempted, the loss to 
the Government will be to the tune of R9. 78 6 lakhs. Thus while 
Rs. 10 a year will make no significant change in the ecgnomic posi¬ 
tion of the small holder it will create a serious gap in the finances of 
the Government and will curtail useful activities of the Government 
unless this gap can be made up from some other sources. “In a 
poor country like India,” in the words of the Punjab Committee, 
44 the amount of revenue that can be raised from the better-to-do 
classes is not very large, and the process commonly known as ‘soak¬ 
ing the rich/ which is fruitful enough in a wealthy country like 
England, has only a very limited scope. If any considerable sum 
has to be raised, it cannot be easily done without spreading the fisca 
net over the whole community and levying a small sum on as 

many people as possible/' 3 ______ 


1. Anstev : op. cifc., p 377. 

2. Report, p. 72. 
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We are inclined to agree with this view. Unfortunately, it is 
impracticable to relieve the small holder from the entire burden of 
land revenue. We, however, endorse the recommendation of the 
Punjab Committee in which they recommended 1 relief to the owner- 
cultivator by reducing his charge by 25 per cent after assessment at 
the usual rate. 
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6. Jathar and Beri—Indian Economics, Vol. I, Ch. XII. 

Wadia and Merchant—Our Economic Problem. 



CHAPTER XVI 

INDIAN INDUSTRY 


Indian Industries in Retrospect 


1. India’s industrial past has a speoially heartening message 
for us in the present. India had attained a very high position in the 
world of commerce and industry when the rest of the world was still 
in a semi-civilized state. “ At a time when the west of Europe, the 
birth-place of modern industrial system, was inhabited by uncivili¬ 
zed tribes, India was famous for the wealth of her rulers and for 
the high artistio skill of her craftsmen.” 1 Edward Thornton also 
remarks in a similar vein: “Ere yet the pyramids looked down upon 
the Valley of the Nile, when Greece and Italy, those cradles of Euro¬ 
pean civilization, nursed only the tenants of wilderness, India was 
the seat of wealth and grandeur.” 2 Egyptian mummies dating 
from 200 B. C. have been found wrapped in Indian muslin of the 
finest quality.” 3 Marco Polo, visiting India in the latter part of 
the thirteenth century, said that India was keeping up its ancient 
reputation as one of the chief marts of Asia. Such quotations 
can be easily multiplied but it is hardly necessary to do so. It is 
generally recognized that India can show a brilliant—almost a 
dazzling—record of her past achievements in the field of industry. 

2. The Decline of Indian Industries. But this enviable posi¬ 
tion that India had built up was not destined to last for ever. A 
number of factors conspired to demolish this proud structure of ours. 


(») Extinction of old Indian Courts. Indian industries prospered 
under the fostering care of the indigenous courts which disappeared 
with the consolidation and centralization of the British Power. 
Naturally, these industries could not survive when their patrons 

disappeared. 

(»») Adverse Western Influence. The new aristocracy educated 
on Western lines was a poor substitute for the old Indian nobility. 
As Dr. Anstey remarks : “Richer classes in India began to adopt 
European fashion and either purchased imported goods or were 
content with cheaper indigenous products sold to Europeans that 
previously they could have scorned.” There was a craze for 

everything Western. 

(m) The British Policy at Home and in India. In their desire 
to develop their own industries and protect them from foreign 
competition, British Parliament imposed almost prohibitive duties 

on Indian cloth. Between 1700 and 1829 dyed calicoes were alto- 


Rpnorfc of the Indian Industrial Commission. 1918, p. 1. 
Thornton, Edward —History of British Empire in 

Vol. I, p. 3 . 

Ranade —Essay on Indian Economics p. 171. 
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gether prohibited and certain other types had to pay duties varying 
from 30 to 80%. R.C. Dutt mentions in a letter dated 17 
written by the Directors to the East India Company authorities in 
India, asking them to encourage the production of raw silk and 
discourage the manufacture of silk fabrics and that the weavers 
should be forced to work in the Company’s factories Professor 
Horace Wilson remarks : “Had not such prohibitory duties and 
decrees existed, the mills of Paisley and Manchester would have 
been stopped in their outset and could scarcely have been set in 

motion even by the power of steam.” Again, “the foreign manu¬ 
facturer employed the arm of political injustice to keep down and 
ultimately strangle a competitor with whom he could not have 

competed on equal terms.” 

The subordinate Government in India faithfully dittoed the 
policy of the Home Government. Every effort was made to dump 
English goods in India and discourage and suppress the Indian 

m anu factur ers. 

(it;) Competition of Machine-made Goods. A very important 
cause was the competition of machine-made goods, facilitated and 
rendered more effective by the development of the means of 
communication and transportation. The old handicrafts in which 
the craftsman took an inordinately long time in making an article, 
however beautiful and artistic, were bound to wither away in the 
face of the Industrial Revolution that had taken place in foreign 

countries. 

The present position is that some of the ancient industries 
have survived and several modern large-scale industries have also 
been developed. In this chapter we shall study the cottage indus¬ 
tries and in the next and subsequent chapters modern large-scale 
industries and their problems. 

Cottage Industries. 

3. The Role of Small-scale Industries in Modern Industrial 
Structure. India occupied a leading position in the industrial 
world in the past. The old Indian industries were mostly carried 
on on a small soale and belonged to the “cottage” category. We 
have also seen that on account of some adverse circumstances, the 
Indian industries, which were once in a very flourishing state, began 
to decay. 

But it is wrong to think that a large-scale industry can kill a 
small-scale industry altogether. As Prince Kropotkin remarks : 
“Only a superficial and bookish acquaintance with industry could 
permit the economists to assert that law (necessary disappearance 
of the small industry) for half a century without attempting to 
prove it. The petty trades are not ; killed and cannot be killed : 
like Proteus they ever change their aspeot.” 1 Small-scale produc- 
tion has advantages of its own. 

i. Quoted by Suhasrabuddbe ip a pap$r read in the Industrial Conference 

jn 1912. 

* . < # 
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In recent times, small-soale industry has been helped specially 
by some new favourable factors, c.g., the development of cheap 
electric power whioh cm be supplied in small units, growing taste 
of the richer classes for artistic and luxury goods, the growth of 
the co-operative movement and wide diffusion of technical 
knowledge. We thus find successful small industries existing side 
by side with the lai ge-scale industry. They can be complementary 

rather than competitive. . , r ,. u . 

Even in countries which are the classic lands of big business, 
small-scale industry occupies a definite and important place. In 
France, more than 99 per cent of the industrial establishments 

employ less than 100 workers each. In Germany, 12_6 per cent of 
the total population derive their livelihood from handicraft work. 

In the highly industrialized city of Birmingham, at least 50 per 
cent of the industrial establishments are small soale employing less 
than 50 workers. 1 In Japan, 53 per cent of the industrial population 

still eains its livelihood in small undertakings employing less than 

« 1 workmen * In Belgium, Holland and Switzerland several types 
oJ anods are manufactured on a small scale. In almost every 
country the small scale industry is alive and kicking and plays a 

very gurvival #f the Small-scale Industry in 

the amall md y t . oa . g not difficult to understand the 
stages India of the cottage industries. In spite of competi- 

f ”?t„Te. The cause. .Sat account for the survival of the 

Wage industries can be th. cottage worker have 

,1) inertia and stay h °™ °‘ooup'ed with the lack of 

Srn b S“vro"SSing. has made the worker either unwilling or 
unable to leave his ^m i. responsible for the 

perp^ua^trShelaat ScTpatl even when’ it ha. ceased 

the members of one a ovm y.^ Tfae | tmosp h e re is very 

have got , . a f ee ]i n g of being a master in a place of 

Swortb T thro a wKg kw S aV espeoiSly »ken there are long and 

honour able traditions behrnd* ."^wpation of about 65 per cent 
(4, Agriculture £££1 employment and there 

of ife^tr thre.’rU month, in the year among.grK.ol_ 

foroe d -- — T p b , Q j Modem India, 1941, 

, ^Tk.o. 1 Mck«i ee-Eeonome PeebUm. o, M 

' end it. E„*te « '*« 
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fcurists. There are several supplementary industries whioh oan be 
dovetailed with agriculture. They have, therefore, been continued 
as a “second string to the bow”. 

( 5 ) There is still in India a largo number of people who appre¬ 
ciate and are prepared and able to pay for a work of art. Their 
patronage has arrested the decline of many an old craft. 

(6) There are certain articles, the demand for whioh is local, 
fitful or too limited, and they, therefore, do not lend to machine 
production. 

(7) The ability of the cottage worker to introduce an element of 
variety to suit the tastes of different shades of customers has stood 
him in good stead and saved him from destruction. Proximity to 
market enables him to study better the wants of his customers and 
acquire an intimate knowledge as to what would satisfy them best. 

(8) The isolation of the village has not yet been completely 
broken and many village crafts still thrive in places inaccessible to 
the machine-made goods. 

(9) Seme artisans have adapted ^.themselves to the new 
conditions and have saved their craft by taking advantage of new 
materials or new tools. The weaver has taken to the mill-made yarn 
and the flying shuttle, the dyer to the synthetic dyes, the tailor to 
the sewing maohine, the brass and copper-smith to the sheet metal 
and black-smith to the machine-rolled sections. 

(10) The Indian States in recent times seem to have veered 
round to some extent and hand-made goods are again in favour. 
Indian sentiment now favours and strengthens the “buy-Indian” 
campaign and the cottage industries have derived some benefit. 
Mahatma Gandhi has lent his powerful support to many tottering 
crafts. 

(11) The Central and provincial Governments, too, in recent 
years have given liberal grants for fostering the cottage industries. 
Thus the Congress and the Government have been one in their 
solioitude for the oottage worker. 

These are some of the factors whioh explain the wonderful 
vitality manifested by the cottage industries in India. 

5. Present Position of Cottage Industries. All cottage indus¬ 
tries in India are not in the same position. Toeir present condition 
varies with the intensity of machine competition whioh each had to 
face. Some crafts have died out altogether. Dacoa muslin, for 
instance, will not be heard of any longer. There are others in a 
dead-alive condition, e.g. 9 hand-spinning, and there are still others 
like hand-loom weaving which in recent years have shown signs of 
rejuvenation. 

India still remains a country of small-scale production from 
whioh the bulk of its population derives it* subsistence. The whole 
of the retail trade is of course a small-scale business. Agriculture 
is carried on on a small scale. Besides, there are numerous industrial 
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arts and crafts offering employment to millions of people in 
the country—Dr. Radlia Kamal Mukerjee thinks 14 millions is an 
underestimate. 1 iiandloom weaving alone employs 5 million people, 
i.e., equal to the number employed in all organized industries. 8 
There are innumerable small factories or workshops dotted all over 
the oountry, and in Calcutta alone their number is estimated to be 

more than 10,000.® 

Prof. Radha Kamal Mukerjee has given a long list of cottage 
industries which are still being oarried on in different parts of the 
country. 4 To mention only a few : Basket-making in several 
villages of Jaunpur, Allahabad and Banaras districts ; coir-spinning, 
wicker work and mat-making in Malabar and Southern and Eastern 
Bengal ; silk-worm rearing in Assam, lac and toy manufacture in 
Meerut, Budaun, Mirzapur, eto. (U. P.), at Bolpur (Bengal), Chenna- 
patna (Mysore) and Kondapalle (Madras); carpet-weaving at Amnt- 
sar, Mirzapur and Banaras ; silk-weaving in Murshidabad, Malda, 
Madura and Bhagalpur ; artistic clay modelling in Mirzapur (U.P.) 
«.nd Nadia (Bengal) ; lungis and sarees at Tinnevelly (Madras) ; 

dass bangles a? rLUhpar and Firozabad (U. P.). Dr. Mukerjee 

remarks • “Every district contains one or more villages where 
cottage production like cloth and silk weaving, wood-work, gold 
silver, copper, beU-metal, laoquer, bamboos, cane, pith, rattan and 
leather work is carried on to a high standard of artistic excellence. 
Handloom spinning and weaving are oarried on all over the oountry. 
Soap-making is also being extensively earned on. 

In East Punjab several cottage products have acquired 
f nplfthritv e. 0 .. carpets of Amritsar, durnes of Ambala, 
? re * it re of Kartarpur, woollen blankets of Panipat and Kulu, 

tZ7J ^kfts Of JuUundur City, sSk material of Amritsar and 

Tnllundur, Khadi industry of Ludhiana, agricultural implements 
at Batala and Jullundur. 

It is not possible to discuss here all the cottage Industrie s men- 

tionedabove, Although is 

rr^roocapiL a specially important place. We shall 
^onsider^this group in a little detail. 

e.. ^ -The ss 

***£ SSSS/SlSfoloth. It has been statedthat a 
in the matter oi ^ Tavlor in 1846 came to 250 miles to a 

pOUDd W “ 0j8m at *“ d « dS ’ »"”»»P»“ d » 
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3. 
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to 5 245 counts. This is a feat which modern machinery haa yet 
failed to accomplish. But this position has been lost completely. 

The advent of the ootton mill industry wbioh happens to be 
more vocal and impressive seems to have eclipsed the handloom 
industry and an impression has gone round that the handloom 
industry is in a deoadent state or that it is unimportant. this 

impression is undoubtedly wrong. ^ 

According to the Indian Tariff Board, 1932 (Report p. 157), 
the hand-loom industry supported not less than 10 million people— 
a number exceeded only by agriculture. The same i'anff Boaid 
estimated the number of hand-looms in the country to be 2,500,000. 
One centre in Bihar alone produced khadi worth Rs. 1£ lakh. In 
an exhibition organized by the Seva Sangh Conference at Malikanda 
in February, 1940, a piece of fine Dacca muslin was exhibited 
which measures 11 yards but weighed only 10 tolas The 
consumption of yarn by the hand-looms and the production of cloth 
has been steadily increasing. It has increased from 220 million 
lb and 880 million yards, respectively, in 1900, to 479 million lb. 
and 1,91« million yards in 1938; the improvement during the last 
20 years has been specially remarkable. The hand-loom industry 
is thus neither dead nor deoaying, nor by any means unimportant. 


The hand-looms turn out specialized types of cloth which are 
not suitable for mass production. Further, the hand-made doth is 
considered by many to be much better than mill-made cloth, for it 
is thought to be cool in summer, warm in winter, absorbent of 
perspiration. Cheapness and simplicity of weavers’ appliances, 
conservatism and inertia of the weavers, pleasure of working in 
one’s own home with free and willing assistance of the inmates and 
proximity to the market are some of the other factors which are 
responsible for the survival of the handloom industry. 


The Indian National Congress and Mahatma Gandhi, in particular, 
through the activities of the All-India Spinners’ Association, have 
assisted in the revival of this industry. The Government, too, has 
not lagged behind. In 1934 was inaugurated a five-year soheme, with 
an annual contribution by the Central Government of Rs. 5 lakhs 
towards the expenditure inourred by the provincial Governments in 
the development of this industry. The activities of the provincial 
Governments, under the Centrally finanoed schemes, gave a great 
impetus to the industry by the introduction of improved looms and 
appliances and new and marketable designs, by improving prepara¬ 
tory and finishing processes, supplying intelligence regarding rates 
of materials and markets, assisting the marketing of oloth by 
subsidizing private firms, opening depots, eto. 


No doubt muoh useful work has been done, but owing to the 
provorbial apathy and conservatism of the Indian weaver, progress 
must needs be very slow. The scattered nature of the industry 
prevents effective organization and the illiteracy and appalling 
poverty of the weavers hampers all kinds of progress. All effor is 
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must be considerably intensified if any appreciable progress is to be 
made. The organization of the weavers on the faotory basis under 
capitalistic aid and direction might remove some of their difficulties. 
The sphere of the mills and the hand-loom should be statutorily 
defined and the mills may be forbidden to produce cloth below 
certain counts. Excise duty, with a corresponding increase in the 
protective duty may be levied on the mill-made cloth and proceeds 
utilized to assist the hand*loom industry. If all possible steps are 
taken to help the industry and the prooess of rejuvenation con¬ 
tinues, the hand-loom industry may be assured of a respectable place 
in our economio life 

7- Silk Industry. The silk industry in the past was one of 
the flourishing industries of India. Indian-made silk cloth found 
ready markets abroad. But causes similar to those affeoting the 
cotton handloom industry, viz., competition from abroad, general 
vitiation of tastes demanding cheap things, disappearance cf the 
native oourts and the preference of the new nobility for foreign arti¬ 
cles and the polioy of the British Government and that of the East 
India Company, also adversely affected the Indian silk industry. 
Appearance of artificial silk was another nail in its coffin. 

The position of the Indian silk industry is, therefore, far from 
being enviable. The Indian silk is being looked down upon even in the 
home market. The reeling is so bad that the home weavers prefer 
to use silk reeled in China and Japan. The Indian silk is exported 
in the waste form so that the reeling may be done abroad. Kashmir, 
Mysore and Bengal are the important oentres of the industry, and 
among the ohief cities engaged in silk ..eaving may be mentioned 
Murshidabad, Tanjore, Banaras, Surat, Amritsar and Madura. 

In recent times the deoaying silk industry has attracted the 
attention of the Government and of patriotic Indians who have 
Bhown an increasing tendency to patronize home-made goods. In 
1935, the Government set up Imperial Sericultural Committee, and on 
its recommendation, grants to the tune of Rs. 93,000 were sanctioned 
for financing sohemes calculated to produce disease-free seeds 
and eradicate silk-worm diseases. Also, an annual grant of Rs. 1 
l^kh for five years was given by the Central Government in 1935 for 
the assistance of the industry. High import duty on silk, and the 
protection granted in 19 4 have also been helping the industry. 
Silk doth being of the nature of a luxury article, its demand must 
remain limited at home and it would be too muoh to expect it to 
invade foreign markets in competition with Chinese, Japanese and 
European silk. We are thus constrained to arrive at the oonolusion 
that the Indian silk industry has not the same hopeful future 

as the ootton hand-loom industry. 

8 Woollen Industry. The most important woollen manu¬ 
factures are shawls, carpets, blankets, felts, puttoos and pashmina. 
At one time all these branches of the woollen industry were quite 
nrosperous, but circumstances in modern times were not favourable 
to the continued prosperity of this industry. 
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Shawls of Kashmir were once very famous and commanded 
fabulous prices. The decay of Indian princedoms led to a serious 
contraction, almost an extinction, of the home demand. But the 
demand from the Europeans arrested the decline of the industry to 
some extent. European demand, however, was for distinctly 
cheaper and, therefore, inferior shawls. This led to the deterioration 
of the quality. A severe famine in Kashmir in the early ‘thirties of 
the last century was a great blow to the industry. Franco Prussian 
War in 1871 led to the cessation of European demand, and 
manufacture of shawls at Paisley in England was responsible for 
further worsening the conditions of the industry. Kashmir Pashmina 
—hand-woven shawls - enjoy great reputation even today and 
have a connoisseur’s market in the Valley itself. Namdae 
embroidered with woollen thread in attractive designs travel very 
far, as far as the U.S.A. 

The carpet industry throve under the fosteiing care of the 
Moghul Emperors. But it shared the fate of the Moghul Empire. 
With the use of aniline dyes and with the introduction of cheap 
designs under the dictation of foreign markets, all art and quality 
disappeared from the Indian carpet industry. Carpet industry, 
therefore, is practically dead as a cottage industry, and most of the 
Indian carpets are now made in factories and jails. Amritsar (East 
Punjab) is a very important centre of carpet industry. Other 
centres of the industry are Bikaner, Mirzapore, Ellore and Agra. 

The blanket industry has altogether a hopeful future. Wool 
used in blankets can be had in all parts of the country. There is 
also a large home market. There is practically no foreign competi¬ 
tion in the line. With a little care and attention it should be possi¬ 
ble to introduce the necessary improvements and put the industry 
on the road to prosperity. The World War II brought large orders 
for blankets and gave a fillip to the blanket industry. 

9. Hand-made Paper Industry. Indians have been conver¬ 
sant for centuries with the art of making paper by hand. The 
oldest paper manuscript found in India dates from the first quarter 
of the thirteenth century. 1 Kashmir has been famous for its paper 
since Akbar’s time. In Ahmedabad, too, paper-making was a 
prosperous trade and in 1848, 800 men and boys were daily employed 
in paper works 2 Only a generation back a large class of Muslims, 
known as Kagjis was engaged in the industry in the districts of 
Hoogly, Howrah and Murshidabad in Bengal. 

Even now in several parts of the country like Kashmir, 
Hyderabad, the U P., the C. P., Bombay and Madras and in jails* 
throughout India paper is made by hand. 

1. Indian Munitions Handbook, 1919,fp. 246, 

, Kirk—.*4 Monograph on fajet Making, Bombay Presidency, 1902, p. 2. 
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Strenuous efforts are now being made to revive this ancient 
and useful art. The All-India Village Industries Association has 
started manufacturing paper from straw, waste paper, jute plant 
refuse, and other materials in Bengal, Bihar, Bombay, Orissa and 
elsewhere. Production of hand-made paper has been taken up by 
the Banaras University. At the instance of the U. P. Government 
the Forest Research Institute, Dehra Dun, has undertaken experi¬ 
ments to see how this cottage industry can be developed and its 
methods improved. If pulp is supplied by the paper mills, it will 
facilitate the resuscitation of this ancient industry. 

There is a great scope for this cottage industry. The hand¬ 
made paper is in good demand in Europe and America. In China 
and Japan large quantities of paper are made by hand. In England, 
too the most expensive writing and drawing papers are made by 
hand. But if this cottage industry is to ocoupy its due place in 
India, it will be neoessary to overhaul this old industry, introduce 
new methods and organize it on co-operative lines to obviate the 

difficulties relating to finance and marketing. 

10 The Ills of the Cottage Industries and their Remedies : 

A study of the Indian cottage industries reveals that they are not in 
a happy position. Some of them are dead, others languishing 
and still others struggling to keep themselves above water. 

The following are some of the difficulties experienced by the 


cottage industries : 

(а) Laok of ^financial facilities, and the poverty and indebtedness 
of the craftsman. 

(б) Absence of organized marketing which throws the craftsman 
completely at the mercy of the middleman. 

(c) Inefficient methods and high cost of production leaving a 
meagre margin of profits. 

(d) The inefficient human factor due to illiteracy, ignorance 

and conservatism of the craftsman. 

a /.nmnrehensive plan calculated to remove the above defects 
i. bring about a regeneration of our cottage Industrie.. 

TYm fallowing measures are indicated . 

(1) Spread of education, general and technical, to fight 

jgnoranceand conservatism of tta. craftsman. 

(2) An ambitious campaign for bis economic and soota! uplift is 

6886 * , ___•!• j hotter and more efficient tools on a 

sfci—- req " i9it ° qua,ity - 

reasonable rates and on easy terms. 
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(5) Industrial exhibitions should be more frequently held so 
that the products of the cottage industries may get the necessary 

publicity, and the gulf between the producer and the consumer 
bridged i 

(6) Emporiums and marketing depots should be set up to re¬ 
lieve the craftsman from the difficult task of marketing so that he 
may concentrate on production only. 

(7) The crux of the whole problem is marketing and finance and 
the salvation of the craftsman seems to lie in co-operation which 
can lift him economically, morally and educationally. Besides pro¬ 
viding him with the necessary financial assistance and aid in mar¬ 
keting, co-operation will give him lessons in self reliance and self- 

government. 

• _ 

(8) Through a vigorous system of research, we must raise his 
technical efficiency to such a height that he may always be ahead of 
the machine and not behind it as he is now to bis utter ruin and 

embarrassment. 


(9) Cottage workers may be organized into guilds. Such guilds 
are already being set up in Kashmir. 

(10) As recommended by the committee appointed by the U. P. 

Government in 19«$4, marketing and financing companies should be 

set up with Government assistance to provide financial and mar¬ 
keting facilities. 

(11) A very necessary step seems to be the integration of the 
cottage industries with the modern large scale industries. At the 
present time the cottage industry stands in isolation, always threa¬ 
tened with competition from home and abroad. A co-ordination 
between the different links of the industrial chain is badly needed. 
Ihe raw materials can be worked in rural areas in small and me- 
aium-sized units and then brought in a semi-finished state to the 
big urban industrial centres. By establishing a net-work of small 

agricultural areas, 

we must industrialize the rural areas. A countervailing exoise 
duty will be necessary to eliminate competition between the home 
aids and the ccttage industries. Such a discriminative excise dutv 

° n Khandsari sugar and the factory-made refined 
sugar. This is a step in the right direction. This scheme of ex¬ 
cise duty should be extended further to embrace all the main indus- 
Dries and their cottage prototypes. 

eourfjl 60181 n ff< ? rt , 8 w ? re made b y Governments in Europe to en- 
sums nnTvf 1 J Qd ? triea - The Government of Austria spent large 

he w a n° n ^ n nU Pen ° l1 iadustrv of Bava " a were fostered bl 

ofl^omT ment of Bumania buiIt U P a successful hand-loom industry 
mV w° l0 ° m , 9 - The Government of Hungary supplied the crafts- 
n between 1899 .and 1909 machinery valued at Jl,792,567 orowns. 
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Similar efforts were made in Germany and Italy. .■ The Japanese 

Government baa been always paying special attention to the small 

industries. 1 In India, too, eh.ce 193o tbe Central and the provincial 
Governments bave been spending some money for the revival and 
development of cottage industries. But e>uch efforts are not com. 
mensunte with the requirements of the cottage industries scattered 
throughout th s sub-continent. 

In view cf the large number of people depending on our cottage 
industries and the social and economic advantages expected from the 

development of such industries and the artistic value of their pro¬ 
ducts, a special effort seems to be called for. To find employment 
for our huge man power and to establish a proper balance between 
agriculture and industry, greater reliance must, therefore, be had on 
tbe development of small industries in our villages. It wdl also 
offset the precarious nature of our agriculture. 

Conditions for tbe development of small industries are especial- 
ly favourable in India. Large factories require large capital 
which we lack; large factories use labour saving devices but we 
have a large population waiting for employment. Small and scat¬ 
tered holdings in India do not provide whole time employment to 
our rural population. The scope for the development of cottage in¬ 
dustries iu India is therefore particularly wide. It is hoped that m 
a Republican India, o'ttage industries will be given their due 

place in the scheme of industrialization. _ 

During World War II the small industries also received 
Government attention. Official inquiries were made in all province* 
and States to see what contribution these industries could make to 
the war-effort. Lists cf articles suitable for n anufacture in oo.tagea 
were prepared and 2o per cent of the war requirements were 

Assigned to them# 
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CHAPTER XVII. 

tARGE-SCALE ORGANIZED INDUSTRIES 

Ip Co'tcn Mill Industry. Although the first cotton mill in 
India was set up in 181^ in Calcutta, vet the real foundation 
of the industrv was laid in Bombay when a mill was set up there in 
1854. Generally, more mills were started, especially in upcountry 
Dent-res like Ahmedabad, Sholapur and Nagpur. The industry had to 
face a crisis towards the end of the 19th-century and again in 1907. 
But, on the whole, it continued to make progress, especially in the 
Weaving section. In the period immediately preceding World VVar 
I, the Indian cotton industry was doing well but the war gave it a 
special impetus due to shrinkage in imposts and increase in demand 
for military purposes. 

The boom engendered during the war ended in an unprecedent¬ 
ed depression for the Inditn cotton industry and the condition 
became acute ’n 1925. The factors responsible fur depression were 
cut-throat ermpetition from Japan, internal competition, higher 
wages, higher local taxation and other higher costs in Bombay, 
defective organization, over-capitalization, etc. As a measure of 
relief c tton excise duty was abolished in t926. In course of time 
the industry was able to establish its claim for protection, which 
fiwas whittled down, to some extent, by preference, being granted to 
mnport of British cloth. On the eva of World War II it cou’d 
sot tie said that the Indian cotton industry was Laving a smooth 
ailing. 

Present Position. The Indian cotton industry had thus a 
chequered history and had to pass through various vicissitudes, but 
it has continued t> grow so that now it can supply almost all 
requirements for cloth. In 1*99-1900, the share of the Indian mills 
and of import in the Indian market wa* 12 per cent a no 61 per 
cent, respectively. But in 1930 the corresponding figures were 63*6 
per, cent and 8 per cent respectively. So the tables have been 
comp’etely turned. 

The industry occupies a position of unique importance in our 
country. Nearly Its. 100 crores worth capital is invested in 
the industry and it provides employment for nearly half a million 
workers and their famil.es ; and if we include the number of people 
engaged in cultivation and distribution of cotton as well as those 
who ded in cloth, it will probably be an underestimate to say that 
15 million persons directly or indirectly depend upon this industry. 
It consumes more than 50 per cent oi ihe total Indian cotton crop 
production in a year. It occupies a respectable position in the 
world cotton industry icasmuch as it htands s coed in the world 
so far as cloth production is concerned and fifth in the matter of 
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looms and spindles installed. It produces 14 per cent of the esti¬ 
mated world production of cloth and 13 per cent of the estimated 
world production of yarn. 

Recent Developments. The Tariff Board in 1927 adversely com¬ 
mented upon the quality of the Indian mill production. Since then 
the mills have been making serious efforts to improve their output. 
By the increased use of imported cotton, by the steady improve¬ 
ment of the quality of Indian cotton and through the adoption of 
such mechanical aids as better opening, oleaning, high draft system 
of spinning and use of combing machines, the progress in spinning 
finer counts has been accelerated. During one decade 1928*1929 tc 
1938-39—whereas the production of yarn of counts below 20s. in¬ 
creased by 92 per cent, that above 30s. registered an increase of 
494 per cent. Similarly, there has been a marked improvement in 
the quality of cloth produced by Indian mills. In 1927-28, the 
proportion of piece goods woven from finer counts, *.e., above 30s. 
was nearly 10 per cent, whereas in 1938-39, it was 3/ per cent. 
Also production of piece goods shows a wider range and an astonish¬ 
ingly greater degree of diversification. Considerable progress has 
also been made in the production of printers which in course of five 
years, 1932-33 to 1937-38, increased by 87 per cent. Appreciable 
improvement has been made in design and style so that the Indian- 
ma^e cloth is now almost as attractive as the imported one. Arno 
Pearse remarks, “The range of goods made by Indian mills does not 
stand behind that of the largest mills in Europe.’ 1 

Another noticeable feature of the industry is the‘away-from- 

Bombay’ tendenoy. The advantages of Bombay lie in the humidity 
of its climate, trained labour, availability of supervisory and techni¬ 
cal staff more economical purchases of imported cotton, machinery 

and mill stores lower office expenses and better banking facilities. 
Bnt centre^lfke Ah od eda bad, Sholaour, Nagpur and Kanpur enjoy 
crrpat^r nroximitv to raw material, nearness to market, closer ac 
quittance with the needs of the locality, cheap labour and cheap 

l‘rLd i:cr. b .ln n g 0e dler,;ral^ t g ion of theindustry - 

7o m 7 al.houg“ Bombay i. .till the mo»t important 

eingle "S' We may therefore, expect the migra- 

IT o r rt 0 h b a d i“dul"‘othe^ar Joi the o» try iihe Nortbero 
lodia, Bengal and particularly ihe Indian State., 

Still another tendency*, for Bet^n hSTLS 

^stwhTreTtheTindles mXu- 

mills by the in stallation of humidification plants. _ 

r Arno 8. PeaTBo — Cotlon Jndiut n i of Ind. a 1900, p. 9. 
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2. Some Suggestions for Improvement. The Indian cotton 
industry has undoubtedly shown great progress and has made India 
almost self-sufficient. But it cannot be said that the position of 
the industry is perfectly stable. In order to place it on a sound 
footing the following measures may be adopted :— 

(1) It is very necessary that during the period of high profits 

steps should be taken to build up reserves and that the profits be 

not frittered away in high dividends, so that the industry can face 
the future with confidence. 


(2) If the industry is to successfully withstand foreign compe¬ 
tition and acquire a foothold in foreign markets, it will be necessary 
to apply, like the Japanese, the methods of high commerce to the 
purchase of cotton and to the selling of piece-goods. 


(3) It is further necessary to continue making efforts towards 
improvement of the quality of the cloth and further diversification 
of the output by taking up the production of mechanical and 
industrial textiles including material for wire insulation, special 
cotton tapes for spindle driving, tracing cloth for drawing offices, 
horse hair cloth for lining suits, special woven tapes for curtains, etc. 

® ( l u *P m ® nti °f cotton mills needs considerable improve- 
ment. Mr. Harold Hill, Technical Expert, Howard and Bullougb 

Ltd who visited Indian mills a few years ago, was of the opinion 

that a large amount of plant in Indian mills was in urgent need of 


. fio ( . 5) Ignorant and otherwise busy directorate, incompetent and 
selfish managing agents, in the case of several mills, and defective 
financial arrangements which have been described as fair-weather 
nends, are some of the other weak spots which must be eliminated. 

(6) Above all, the organization of the industry must be toned 

wirkimr it organized on a briefly individualistic basis, each mill 
working its own arrangements regarding purchase of 

“ a< ^ 1 ° er 7 and “ii 1 stores, selling its output and effecting insurance 

£,. b „ e n '* ' l 0M , w ! th t . he . M-ited resources at its di, p » , “h 
Lotton Spinners’ Association of Japan has an ahsolnt« , 6 

arias- £sr £ ss 

more 3 tha]fadJUdf Industr y For 
try passed through a period of almost the Indian cotton indus- 

olaration of war brought a ray of hope. ^hHxpo^of ooTton 
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goods in 1942 43 was four and a half times as much as in 1938-39, 
the pre-war year. There were keen oversea demands from Ceylon, 
Australia, Africa and the Middle There was a welcome respite 

from foreign competition. Japanese imports disappeared altogether 
and imports from the U.K. also went down considerably. The indus¬ 
try seems to have its hands full at present, and it has. made some 
new innovation*, e.< 7 ., the cotton-jute fabric and fivefold yarn. 

The war was not an unmixed blessing for the industry. There 
were labour trouble*, and wages increased and dearness allowances 
had to be sanctioned. It was not easy to import machinery, cotton 
and mill stores, so that the industry could not expand in response 
to increased demand. Taxation increased. All this meant a higher 
cost of production. On the whole, it may be said that the war 
ushered in a period of comparative prosperity for the Indian cotton 
industry. It is now estimated to employ three lakh more men and 
women than before the war. 

Towards the close of the war, plans were being prepared for 
post-war developments r lhe panel for cotton mill industry prepared 
plans for the expansion of the cotton mill industry by setting up 
more than 100 cotton mills distributed over the whole country. The 
partition of the country has held up all such schemes. The s hemes 
have now to be revised. There is room for many more mills in India. 
Everybody feels the acute shortage of cloth. But it is exC3ed»ngly 
difficult to secure plants from the U. S. A. or the U. K. in view o 
their commitments in connection with Marshall Plan for European 
recovery. However, negotiations for the import of one lakh spin es 
ba,e betn completed with Japan. We shall give 30,000 tons coking 

coal in exchange. 

The Indian Textile Delegation visited England to secure textile 
machinery and replacements. As a result of these contacts a joint 

uterprise between Indian and British manufacturers has b 

launched under the name of the National Maohinery Manufacturers 
Ltd. The authorised capital is Rs. 5 erores open to subscription by 
Up Indian textile mills to the extent of 74 % and the British 

^ re binder 26%. They »UI be ont.tled to ep 
p Ant directors on the board. 

ess sz 

to different provinces has been settled. furies 

Protection haa been extended to certain cotton-noted fabr.ee 

for two year. Ap ” 1 - ®*® 948 but ctm trol, had to ba 

• C '° l d to ' July '“lBl" A statutory oootrol of prod.”tion of 

Sh-t^ocedIwj.h "p”oSSi e t r o e 9 oe‘L. S 

SX -SS asSSSST-3 - lh8 ™”“ M 



LARGE-SCALE ORGANIZED INDUSTRIES 239 

to be produced. Distribution is left to the discretion of the 
provinces and States. Some provinces have introduced rationing of. 
mill-made cloth. 

Production in 1948 wa's 4,337 million^yards, as against 3,818 
million yards in 1947. The target for post-war expansion is 8,000 
million yards ( both mill-made and hardloom ) . pe r year. To 
encourage exports for clearing up t he accumulate^ stocks, export 
duty has been reduced from 25 to 10%. Production of yarn has. 
been put at 1,475 million lb. Multiple shift working can accelerate 
production. The check to production has arisen,ftom the reirrpo-. 
sition of controls and interference with normal trade channels by 
the provincial and Sia f e Goveri ments, because the new agencies 
created by them were not able to clear off the stocks. Difficulty in 
the supply of law cotton has been an aggravating factor. 

Since the partition, the position regarding supply of raw cotton 
has become very insecure, because vie l ave to depend on Pakistan. 
As against the normal consumption of 45 lakh bales a year, produc¬ 
tion in 1948 was only 28 lakh bales and the estimated production in 
1949 r nly 23 lakh hales. It is rstin ated that at the end of the year, 

t.e., August 31, 1949, stocks just sufficient for 6even weeks only will 
be left. 

4. Jute Industry. The jute industry, too, was at first a 
handloom industry, and, in the words of Dr. Forbes Royle, “form* 

the grand domestic manufacture. It pervades all classes and 

penetrates into every household”. Up to 1857, all the gunny bags 
exported from India were made entirely by hand and exports in 
1850-51 were valued at Rs. 21,52,782. 1 

The jute mill industry owes its inception to one George Acland 

who set up the first jute mill at Rishra near Serampore. The first 

powerloom was installed by the Borneo Jute Co. in 1859. At first 

the progress was very slow, and the first mill had to be wound up. 

But within a few years, the jute mills came to have a very prospe* 

rous career and, in the words of Wallace, ‘’they simply coined 

money between 1838 and 1873. Till 1895, the progress was very 

slow, but it has been very rapid since then. Progress in hessian 

was much more rapid than in sacking, the looms for the former 

increased during 1877-1915 by 2,400%, whereas the increase in the 
latter was only 430%. 

The World War I gave a great stimulus to the industry. But 
m the post war years, it was not in a happy position, especially 
since the thirties on account of world wide economic depression. 
I he productive capacity of the industry had exceeded the demand. 
Voluntary agreements were entered into to curtail production by 
short-time working and by sealing of looms. Restrictions on further 
extensions were also imposed. In 1939, therefore, a short-time 
agreement of 45 hours a week with the sealing of 20% hessian 
looms aod 7\ % sacking looms w as entered into. On the whole the 

A. Ur. For bo* Hoyle— The Fibrous Plant! qflndtu i bou, p. *oi. *- 1 
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uninterrupted progress. Its 
day, and today the production 

ade in several countries to dis- 
For example, in America bags 


jute industry in India has made 
original outturn was only 8 tons a 
is 5,500 tons a day. 

Feverish attempts are being n 

cover suitable substitutes for jute. ____ 

made of fivefold paper have been used instead of jute bags. A 
plant called malva, grown in Cuba, has been found to be quite 
promising. Italy has discovered a substitute called Jutital. A 
Japanese chemist has perfected a new type of heavy paper for the 
manufacture of bags. But such efforts are still in the experimental 
stage, and it is doubtful if a really suitable substitute for jute can 
be discovered. 

In 1936, the Indian Central Jute Committee was set up and its 
programme includes marketing and transport inquiry, agricultural 
and technological research, seed supply, improvement of jute fore¬ 
casts and collection and dissemination of information of interest to 
the trade. Agricultural Research Laboratories and Technological 
Research Laboratories have already been set up where spinning trials 
on the various tvp j s of fibre are carried on. The Indian Central 
Jute Committee also tries to find new uses for jute, e.g. 9 a cotton- 
jute fabric has already been manufactured. But no attempt has 
been made so far to start subsidiary industries and even ordinary 
stores have to be imported. War has only helped to conceal 
temporarily the weakness of the industry. Oily a radical reorgani¬ 
sation can set it on a stable footing. Ritionalization by compulsion 
seem 9 to be the only permanent solution. Compulsory cartelization 
is likely to prevent the recurrence of old troubles. 

5. War and Post-war Developments in Jute Industry. The 

jute industry has beau passing through difficult times betore the 

- Declaration of war put the industry again in a buoyant 

Since then the industry has been enjoying a measure ot 
prosperity. Loss of continental markets and shipping difficulties 
have stood in its way of deriving full benefit from the war. World 
War I proved much more beneficial than World War 11. 

“ From a valuable export commodity and the mainstay of 
Bengal’s economy jute has, through political and economic readjust¬ 
The partition deprived" India of 71% of the total 

Pakistan Government started the ‘battle for jute, on account of 

ha, continued to ptea.il in the industry Acoordh 

££“'for P hT. Jrnm, ra T X of I*-*-* ° f 
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fate goods has been looking up. Production in 1948 amounted to 
10 4 lakh tons as against 10*1 'Jlakh tons in 1947. Ifweinclu e 
about 70,000 tons production of non Association mills, then the total 
production will be very near, if not exceed, the production of 1940 
which was 10*7 lakh tons. 

6. A Comparison of Cotton and Jute Industries* The It dian 
jute industry presents, in some respects, a marked contrast to the 
cotton mill industry. 

In the fifft place , the jute industry enjoys a monopolistic position 
free from fear of rivals in the international markets. 1 be cotton 
industry, on the other band, is much more vulnerable and fear of 
foreign competition always haunts it. 

Secondly , the jute industry is essentially an export industry, de¬ 
pending almost exclusively on foreign markets, whereas the export 
trade of the cotton industry is insignificant as compaied with the 
home market. 

Thirdly , the jute industry is highly centralized 9 being confined to 
one corner of the country, whereas the cotton industry is more 
widely spread and is being increasingly decentralized. 

Fourthly , the management and ownership of the jute industry a~e 
preponderantly in foreign hands , while the cjtton industry has been 
financed largely by Indian capital and is managed by Indians. 

Fifthly , the size of an average jute mill is larger that that of an 
average cotton mill . 

Lastly , the jute industry is more efficiently organized and has 
shown greater capacity for a concerted action to meet any situation 

of stress and strain. 

. • ■ • • * 

7. Iron and Steel Industry. Acquaintance of Indians with the 
use and nagging of iron is said to date from 4000-5000 B. C. The 
Iron Pillar at Delhi, which is considered to be about* 1,5G0 years 
old, is a marvel of metallurgical skill. Even now there are only a 
few factories in the world which can accomplish such a feat. 1 

But the manufacture of iron and steel on modern lines and on 
a large-scale. was taken up only recently. Early attempts at 
making iron and steel almost invariably failed on account of want 
of expert preliminary inquiries, inefficient management, lack of 
experience and, above all, owing to the difficulty of securing ade¬ 
quate and timely financial assistance. The first really successful 
attempt was made by the Tata Iron and Steel Co., formed in 1907, 
Next year was formed the Indian Iron and Steel Co., with its works 
at Hirapur near Asansol, and in 1923 were established the Mysore 

Iron Works at Bhadrawati. In 1937 was founded the Steel Corpora¬ 
tion of Bengal. 

Indian iron and steel industry is practically synonymous 
with Tata Iron and Steel Works. It is the largest in the British 

I. Ranade— Essays on Indian Economics, p. 172. 
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Empire. The works are ideally situated because necessary raw 
materials like iron ore and coal are to be iound within an economic 
radius. As a matter of fact, there are few instances in the world 
where high quality ore can be landed a* so low a price. No wonder 
that India can produce pig iron at the lowest cost in the world. 

World War I gave a great impetus* to the iron andV.ee) industry. 
But, after the war, the industry was in the throes of acute depres¬ 
sion, and the Fiscal Commission recommended an immediate inquiry 
into it with a view to granting protection. The Tariff Board found 
that it fully satisfied all the condit ons laid down by the Commission. 
Protection was accordingly granted in 1921 in the form of import 
duties and bounties, and it has been continued since then. As 
recommended by the Tariff Board in 1947, 30% ad valorem duty was 
imposed on certain categories of British steels and 42% on the 
non-Britsh steels. 

The Indian iron and steel industry has fully justified protection 
granted to it, for during the period of protection it has made 
remarkable progress. Productive capacity has been enlarged, pro- 
ceBees have been improved and costs have been lowered. 1 The Tata 
Company’s capital expenditure between 1929 and 1939 amounted to 
Rs. 71 crores and an elaborate programme of extensions was 
planned in 1940 calculated to establish a new record production of 

steel ingots an 1 finished cteel. The industry supports about 600,000 
men and women workers and their dependants and contributes to 
the tune of Rs. 647 crores to the public exchequer. Rs. 25 crores 
worth of capital is invested in the industry. About its vital impor¬ 
tance to the nation there cannot be two opinions. For national de¬ 
fence it is indispensable. Several other allied industries have grown 
un For example, there is the machine tool industry which in 1946 
manufactured about 9,000 tools of the value of Rs 1} crores. Many 

others like the manufacture of locomotives and railway wheels ara 
likely to develop. All types of machinery are still imported. There 
is therefore, a great scope for expansion. 

8 War and Post war Developments in Iron and Steel Industry. 

Before the outbreak of the war, the tremendous armament drive 
produced » boom in the iron audited industry. The outbreak of 
the war raised it to a still higher pitch. An era of unprecedented 
nroeperity began. Prices, profit and production all went high up. It 
wabble To break some new ground in product.on Among the new 
manufactures may be mentioned high-speed steel, armour-piercing 
steel bullet-proof trmour plate, wheels, tyres and axles. In the 
domestic market, however, stringer oy was created by the control 

“ ea XckeniTg l€ of b pr^uction and falling down ofexporteare the 
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fconj as against 868,580 tons in 1947—a year of universal under¬ 
production. This is only t vo third* of our installed capacity and 
one-third of our total de nand. The situation is very disquieting. Uur 
short-term demand has been put at 2 5 million tons, whereas we 
produce only 1*2 million tons. The main causes of decline in pro- 
due ion are the sh^rt and precarious supplies of coal, labour troubles 
and transport difficulties. As a res ill of decline in production, 
exports of iron and stejl have decreased which means a great loss 
of foreign exchange. Inside the country provincial quotas had to 
be drastically cut down and the development plans were held up. 
The Government has under active consideration th 1 - setting up of 
one or two factories for the manufacture of 1,000,000 tons of steel. 
The Government is also thinking of startig a State*owned machine- 
tool factory for the manufacture of inntricate types of machine- 
tools. 

9. Sugar Industry. India is believed to be the original home 
of sugar. It is said that India manufactured and used sugar when 
the rest of the world even did not know its name l l 

Oar-Making. The sugar industry has its indigenous aspect in 
the gur-making industry. Spectacular growth of the white sugar 
industry seems to have eclipsed the gur-making industry, but the 
latter occupies a very important place m our economic life. About 
70 per cent of the sugarcane grown in our country is utilized in 
the making of gur. The average per caoita consumption of gur in 
India was estimated by the Tariff Board in I93S at 25*8 lbs. and 
was as high as 72 4 lb. in the U. P., while oer capita consumption 
of sugar is onlv 7 6 lb. It has been proved by scientific analysis 
that the nutritive value of gur is 30 per cent, higher than that of 
sugar.* But the process of gur making is very wasteful. Improve¬ 
ments must be raide in this as well as in classification so that 
more palatable and presentable gur is placed in the market. The 
World War II stimulated gur production by creating shortage of 
sugar. Decontrol of sugar towards the close of the year 1947 
adversely affected the gur industry. The consumers substituted 

sugar for gur, as a result of which the price of the latter fell from 
Rs. 25 per mH. to Rs 9/. 

White Sugar . But when we think of the sugar industry, it is 
wrnte sugar that we have in mind. At oae time Indian exports 
exceeded imports. But competition from Java sugar and the 
bounty-fed sugar from Europe dealt a death blow to the Indian sugar 
industry. The stimulus given by World War I afforded only 
a temporary relief and the few sugar factories that existed in India 
were avmer only a precarious existence. The industry was given 
protection for a period of 15 years expiring on 31st vlarch, 194 S. 

s eve opment under the shelter cf protective tariff was simply 
as oun mg. Within two vears there was 400 per cent. Increase in 
tnejuumb er^of factories and since 19 I -32 production of sugar has 

Oonfe^w heW in l Ul6. qU ° 6ed ^ SaDghi *“ * paper rsad at tho *“*“»«»* 

2. Vid. Harijan, dited April 20. 1935. 
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increased 700 per cent. There was also a sharp decline in imports 
•which up to 1930-31 averaged one million tons hut in 1936-37 th* 
net impoits were only 12,010 tons nearly. 

India is now the largest producer of sugar in the world and the 
augar [inr ustiy in India is only second to the cotton mill industry 
unimportance. About Rs. 30 cr'ores worth of capital is invested in 
the industry, and it provides employment to 4,120,000 men in addi¬ 
tion to 3,000 graduates and technical men and 20 million culti¬ 
vators. It has stopped an annual drain of Rs. 16 crores nearly. 

There are some handicaps and shortcomings from which the 
Indian sugar industry is suffering. (1) The greatest handicap is that 
the yield of sugarcane in India is very low. Although the area 
under improved varieties of cane has increased from about, 40 / 0 m 
1931 32 to 83% in 1945-46, the yield per acre during this period has 
cone down from 14*10 tons per acre to 14 tons. It is clear, there¬ 
fore that mere showing of the improved varieties cannot mo-ease 
the vield unless they get the necessary nutrition from liberal 
supply of good manure. In the absence of adequate manure, th y 
have 7 simply drawn on the accumulated fertmty of the soil. 
In Bombay, the cane variety C O 419 yields about 40 tons per acre 
wheieas tbe same variety in the U P. yields only 10 tons, the reason 

is that it is the factories in Bombay that grow their own cane and 

they can afford to put, in good quantity of manure.and provide 
am Die irrigation facilities. Low yield of cane is TUB problem 
of the sugar industry. Its solution seems to lie in the provision 

"ration facilities. supply of manure of <*•"*“*£ 

If oe to and diseases, prevention of soil erosion, introduction of 
improved methods of cultivation and cropping are also very essential 

rS£ 

The fact is that the best quality sugarcane oan be grown onl y, ln ^ ® 

Sfe » 

zoning system and by rese gs f4ctories is much 

Again, the price of sugarcane delivered to the ^ ^ high 

higher as compared with Java 0 ) orughi 8eS{jon . Therefore it 

«oet of sugar produc i0 ^ 1 . ripening and late-ripening vaiieties. 

), also n ' sc '”* r u y n0 ‘ 1 O of igrioulfiral Reeearcb is working on this pro- 
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blem. (4) ihe . d the unbalanced nature of the 
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of view of the material and market relations. The U. P. and 
Bihar account for 76 per cent of the sugar factories and 81 
per cent of sugar production. In Bombay, consumption of suga^ 
is the highest but production is very low; in Bihar, on the 
other hand, consumption is very low and production is very 
large, and in Madras production is small and consumption is very 
large. This involves unnecessary costly haulage. To remedy this 
defect a svstem of licensing of the factories shou'd be introduced 
on an all-India basis and future ex ansion of the industry should 
be properly planned. (6) Another fundamental defect in the 
structure of our sugar industry is the divorce between the agricul¬ 
tural and the manufacturing sides, whereas the integration of 
the two is the normal feature in other countries. Our factories 
do not grow their own sugarcane and, therefore, cannot regulate 
quantity and improve the quality. 1 

One of the most pressing problems of the sugar industry 
is the one relating to the utilization of by-prcducts. Begasse 
used at present as fuel can be more economically used for the 
making of paper and paste board. Then, the ever-accumulating 
quantities of molasses are becoming a nuisance to the factories 
and a danger to public health. It can be used as fertilizer, 
cattle feed, for road surfacing and for the manufacture of 
power alcohol. Out of 5*3 lakh tons of molasses made availa¬ 
ble annually by the sugar factories in India, 33 million gallons 
of power alcohol can be produced, whereas the present (1949) 
output is only 3 million gallons. With the utilization of by¬ 
products, price of sugar can be lowered and consumption increased. 

The quality of our sugar also needs improvement. Although 
the best qualify Indian sugar is as good as the best imported 
foreign sugar, yet the average is smaller in grain, not so Wh'lt» 
in colour and lacking in uniformity of crystals. ' t 

In India, conditions for the expansion of the sugar industry 

seem to be particularly favourable. We havj an abundant supply 

cane and cheap labour. Our population, being largely vegetarian 

provides a vast market. Our present the per cipil% cdftftuaip-* 

tion of 6 7 lb. per annum is insignificant as compared with ' 105 8 

, lb. in Australia, 105*4 lb. in Great Britain and 94‘8"lt>.' 1 in 

the U. S. A. Even a little rise in the standard of living will oifen 

out a large field for further expansion. With the resoufoes 'at 

our command, we can aspire to be one of the biggest exporters 
of sugar in the world. * *, 

10. War and Post-war Developments in the Sugar Industry. 

Ihe sugar contrjl was abolished from December 8, l.)47. There was 
an influential body of opinion, especially in the official circles, which 
was deadly opposed to the abolition of controls. But Mahatma 
Gandhi insisted on their abolition. His views prevailed with the 
Government and no catastrophe foreboded by the advocates of 
controls has overtaken the country. The decision to decontrol 
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eug ar was indeed a bold and oorrpct decision. The decontrol 
ms o have solved manv pro hi ma of the sugar industry 
concerning the manufacturer, the trader and the consumer. 

, . sugar pa? el appointed by the Central Government announo- 
e in September 1947, two major decisions, viz. t an increase in 
sugar production and the establishment of additional units and 
truir location. Instead of the normal production of about 10 lakh 

target fixed is about 18 lukh tons. For this purpose there 
Will © expansion of existing factories, instal’ation of new ones, 
evelopment of sugarcane and the provision of better facilities for 
securing cane for the factories. T wenty new units with a capacity 
of >00-1,000 tons a day have been allocated to the provinces and 
States. Another allocation of 25 new factories is also expected 
later. The number of factories in 1947-48 was 134. 

Like other Indian industries, the sugar industry has also shared 
in the produc ion difficulties. For some years production has been 
fallng and that for 1946-47 was, with the exception of two seasons 
1933-39 and 1941 42, the lowest in the last 12 years. Production 
in 1947 48 was i0,77 000 tens as against the peak production of 
12,49,000 u ns in 1939-40. 

There are several factors responsible for this decrease in pro¬ 
duction. Production in Bit ar suffered from floods, that in the U.P. 
from the ivd rot and that in the Punjab from red rot and borer. 
Labour trouble caused a loss of 44 lakh tons. Control over gur was 
ineffective end sugarcane was diverted from the factory to the 
mak ng of gur. Shortage of cane shortened the working season 
which was 90 days in the U. P. and 70 days in Bihar as against 90 
days and 79 days, respectively, in the previous year. The break¬ 
down cf the transport system seriously interfered with the move¬ 
ment of cane to the factories. 

The mill owners had the feeling that tb9 profits were being 
seriously cut down. The prices of cane had doubled during the last 
four years. Reduction in output meant higher costs. Protection to 
sugar industry, which was due to expire on March 31, 1949, has been 
extended for a further period of two years. It is a pity that after 
16 years of protection the industry is still unable to stand on its 
.own legs. It must be admitted that the progress the industry 
showed in the early period of protection has not been maintained. 
The fact is that unless the quality of cane is improved and its yield 
per acre is considerably increased and unless milling efficiency goes 
up and increased use is made of by-products to lower the overhea 
costs, our sugar industry will not be able to face foreign competi¬ 
tion. The sugar price in India is double the world price. Uur 
industry, therefore, must be protected. But it will be necessary 
during ‘ tl e period of protection to fix the price of sugar and 
of cane, and limit dividends so that none of the parties is able to 
exploit the other. The Government must see that a deteTmmed 
effort is made to improve matters both in tae agricultural and 

manufacturing aspects of the industry. 
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The partition had cut down the home demand by lakh tons 
and hence a surplus of 2 lakh tons is expected in the season \ 1948- 
49. This represents a fundamental change in the position 
of the industry. It is not easy to dispose of this surplus 
because the price of 6Ugar in India is much higher than the world 
price. Pakistan and other Middle East countries which are t*u t- 
able markets for our sugar, are Luving it from Cuba, Brazil, eto. 
Thus although the ban on sugar exports was remov< d in 1948, it 
was of no avail. The high price of our sugar is not only detrimen¬ 
tal to the industry but also to the country as a whole. Toe con¬ 
sumption of sugar inside the country is reduced and as the pro pecta 
of exports are blocked we cannot earn foreign exchange which we 
so badly need for importing lcod ar d capital goods. 

11. The Paper Industry. In a country like India where th3 
written word is still a mystery to millions of people, the paper 
industry cannot hive the same importance as it his elsewhere. 
The modern paper industry owes its origin to Dr. William Carey, 
who, about a centur^ ago, set up the first paper-making machine at 
Serampore on the River bfooghly. But the real beginning was made 
with the establishment of the Royal Paper M il at Bally in 1867. 
Other mills f >bowed : Upp^r India Cooper Mid, Lucknow (i8~9) ; 
the Titaghur Paper Mills near Cilcutta (1882) ; Dcooin Paper Mill 
Company (1885) ; Bengal Paper Mill Corrpanv (1883) ; Imperial 
Paper Mills (1892, taken over by the Titaghur Piper Mills in 19J3). 
Mills set up in the post-war period were In i in Paper Pulp Co. 
(formed in 1918 and commenced operations in I 9 22), Carnatic Papjr 
Mills, Rajahmundry (1927) and Punjab Paper Mills at J igadhri now 
Sri Gopal Paper Mill. More recently a mill has been 8‘t up in 
£ssam, a paper pulp factory at Chittagong and several other m.lls 
were started in 1939. 

After 1918 the .Tnd J an paper industry suffered from foreign 
competition and was granted protection in 1924 part ouiarly with 
a view to developing bamboo as a raw material. The results 
achieved vindicated this policy of protection. In 1932, therefore, 
protection was renewed for a further period of sewn years when 
imported wood pulp was subjected to a duty of nearly Rs. 45 yer 
ton. Again, in 1939, protection was extended for a fourth period 
of three years though the import duties were lowered. 

As for raw material, India abounds in different species of 
grasses but on account of these being intermingled with wetd* 
and other impurities* their separation is either impossible or u a- 
economical. Sabai grass was found to be the most suitable. But 
it has now been supplanted by bamboo as ♦he staple raw material 
for the paper industry. Abundant supplies of bamboo exist in 
India where the conditions of exploitation are highly favourable. 
Bamboo-made paper is superior to grass-made paper, for it is singu- 
Jariy free from blemishes and spot* and not only possesses initial 
strength but has sufficient durability. India has not yet expl aited 
her vast forest wealth for making paper. In the Himalayas there 
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are vast stretches of pine, spruce and fir. Therefore, production of 
mechanical pulp from Indian wood has a brilliant future. Begasse, 
a by-product of sugar industry, is another raw material, the plentiful 
supplies of which are waiting to be used for paper making purposes. 

Indian mills have been spending large amounts in recent yeafcs 
in making additions to and improvements in the equipment of their 
. plant. But there are still some important deficiencies. Several units 
.. ar © smaller than the opt mum size. Much of the machinery is still 
. old if not obsolete, especially the paper-making plant; and the plant 
, as a whole is not a balanced one, for the pulp-making and paper- 

making capacities differ. 

There is now a wider range of output, and the quality is also 
, not inferior to the imported ones. They can now make almost every¬ 
thing except newsprint which has to be imported and our require¬ 
ments of newsprint are roughly 45,000 tons a year. 

The Paper Pulp Section of the Forest Researoh Institute, Dehra 
Dun, has been carrying on very useful experiments to further the 
. development of the paper industry in India. It has been demons¬ 
trated that good cheap wrapping paper can be made by a mixture 
of indigenous mechanical wood pulp and chemical grass pulp. 
Experiments have been made for the making of wrapp.ng paper 
from grass pulp and craft paper from chit and pines. 

There is a fairly large scope for the expansion of the paper 
industry in India. As drive against illiteracy gathers momentum 
demand for paper is bound to increase. Our pet capita consumption 
of paper was only 1*2 lbs. in 1933-39, In America it is 240 lbs. 

The effect of World War II on the Indian paper industry has 
, been drastio. Extension of war to the Baltic cut off the foreign 
, supplies of wood pulp. Imports practically ceased. Increase in 
Government activity and other war requirements increased the 
demand. Mills were working at their maximum capacity. There 
was a phenomenal rise in prices and large profits were made. But 
there was a serious shortage of paper and the public experiencea 
great difficulty in obtaining their require* ents. The mills them¬ 
selves had to pay abnormally high prices for imported stores and 

chemicals. Severe restrictions were imposed on the use of pap 
for non-essential uses. 


Production in 1947-48 waa nearly 1,443.000 cwta. as against 
the peak production of 1,959.000 owts. in 1942-43. 

12 Leather and Tanning Industry. The leal her industry 

occupies a very important place in the national economy of every 

3 and it hat come to be coneiderei a, a key mdnetry. 
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cattle hides and 3’5 million buffalo hides. The local tanning indus¬ 
try can absorb only about 75 per cent, of the cittle hides and 50 
per cent, of goat and sheep skins and the rest is all exported. 

The leather and tanning industry can be broadly classified into 
two sections : the indigenous and the modern. A con-* berably 
indigenous industry must have existed in India for a long time 
to supply the military requirements of the Indian Mahnmja* 
and Nawabs. It is even now widely spread in the country 
using locally available tanning materials and producing crude 
leather to meet mostly the local demand. It is confined to the 
depressed classes. In East Punjab and Bengal the industry 
produces bag-tanned buffalo sole leather for shoes and tanned sheep 
skins used for book-binding. Madras and Bombay specialize in 
semi-tanned leather meant almost exclusively for expert. Madras 
has been the home of Indian tanning industry for a long time, pro¬ 
bably due to the availability of a local shrub whose bark proved to 
be an excellent material. Discovery of the chrome process in 
America and the introduction of machinery led to a decline of the 
Indian tanning industry and hides and skins came to be increasing¬ 
ly exported in a raw condition. 

. In the modern section of the tanning industry are employed 
scientific methods of tanning used in the West, and there is an 
extens ve use of mechanical appliances. The Government Harness 
and Saddlery Factory was s^t up at Kanpur in 1^67, and in 1830 
the Government assistei financially the establishment of the Army 
Boot and Equipment Factory of Messrs. Allen and Cooper. Another 
important factory was the Western Indian Army and Equipment 
Factory at Bombay. Several others wer3 also established. 

The military requirements have always loomed large before the 
leather industry. Its origin lay in the military necessity. During 
the war of 1914-18, the industry received a special stimulus and the 
manufacture of boots and shoes after the war was twenty times 
greater than what it was before. World War II, too, gave a epeoial 
impetus to the further expansion of the industry. Plants were 
modernized and extended. The processes of tanning were consider¬ 
ably improved. The vegetable process has been accelerated and 
occupies now the most important position. The output was vastly 
increased. Messrs. Cooper Allens produced 2,000 pairs daily before 
the war but 19 000 pairs daily during the war. The Bata Company 
doubled its output. Persons employed in harness and saddlery 
factories rose from 3,000 in 11135 to about 20,000 during the war. 

Today (1949) there are 13 large concerns using the latest 
processes and most modern machinery, and employing about 
35,000 workers, although there are about 250 tanneries in India. 
Numerous small tanneries have also come into existence. 1'heno* 
menal development has taken place in chrome tanning for shoe 
upper leather, box and willow sides and box and willow calf 
from calf skin. The manufacture of new lines like leather belting, 
roller skins, etc., has also been taken up. 
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no/ T f !u baDni ^ Processes, on the whole, are quite defective. Nearly 
/o o e value of hides and sk ns is said to be lost every year 
on account of defective flaying and careless and delayed curing. 
Also the salts used are inadequate and inferior. Marketin'? arrange¬ 
ments are also crude and inefficient 

Ihe yearly output of shoes has been estimated at six lakh 
pairs of which one lakh is taken by the army. Shoe-making 
factories equipped with modern machinery are to be found in 
Agra, Kanpur and Calcutta. 

The industry has so far confined itself to the production of 
shoes. But there are several other lines that can be taken up, e.p., 
fancy goods like handbags, suit cases, spoits goods and industrial 

requirements such as belting and cotton pickers. 

It is sometimes suggested that a ban should be imposed on 
the export of hides and skins as an aid to leather and tan* 
ning industry. But the existing modern tanneries can handle only 
about one-tifth of the raw hides and one-tenth of the raw skins. 
A ban would simply make the bulk of hides and skins rot and we 
shall lose a major portion of Ks. 17 crores that we are getting 
every year from the export of hides and skin9. Unless we have 
tanneries ready to treat them at home, it will be a national 
loss to ban their export. As an aid to industrial development it 
w»ll be a case of placing the cart before the horse. In order to 
accelerate development of this industry (1) Provincial Finance 
Corporations or other agencies should grant adequate financial 
assistance to set up modern tanneries ; (2j the Central Govern¬ 

ment should procure plant and machinery and chemicals required ; 
and (3) a Central Training Institute, besides the provincial 
institutes, should be set up to train young men in modern 
methods of tanning. 

In view of the fact that there is a vast market for shoes in 
India, that industrial development will increase the demand for 
leather goods for industiial purposes and that we have almost un¬ 
limited supplies of raw materials, the industry has altogether a 
bright future. Footwear consciousness in India is still very low. 
For some time the home demand will be enough to absorb any 
increase in production. Possibilities of export may also open 

out. 

13. Chemical Industries. The chemical industries are cf vital 
rational importance. Heavy chemical industry ia a key in¬ 
dustry par eacellence. It is difficult to think of any important 
industry which does not use chemicals at one stage or another. 
The Chemical Industries Pub Committee of the National Planning 
Co i mittee emphasized the fourfold importance of the chemical 
industry to cur national economy : (a) in the country’s defence, 
(M in providing artificial fertilizers, (c) indispensability for the 
oroduction of other industrial products and (d) in relation to 
publio health. The importance of this industry can, therefore, be 

hardly exaggerated. 
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In spite of the great importance of this industry, we, in India, 
have made very little progress in developing it Although Messrs, 
D. Waldie & Co. started manufacturing chemicals in India in 
the middle of the last century, yet the industry has been establish¬ 
ed in India only in the present century. We seem to be fully 
one century behin I. Some progress has been made in the manu¬ 
facture of sulphuric acid, but as for alkalies not much has been 
attempted. Lack of knowledge and trained personnel are largely 
responsible for this slow development. Besides, the Indian 
market has been dominated by powerful foreign combines. 

During World War I, production of chemicals was stimulated 
to some extent, but no appreciable progress was made. The stimu¬ 
lus was soon lost. Jn 1928 the question of granting protection to 
the industry was referred to the Tariff Board, on whose re¬ 
commendation protection was accorded to it in 1931 which was 
further extended, though the import duties were lowered, up to 

31st March, 1946. 

The World War II gave a great push to the chemical indus 
try. The Government specially interested itself in its develop¬ 
ment on account of its importance for war purposes. A survey 
of all the possibilities was undertaken. The Scientific and Indus¬ 
trial Resear oh Bureau devoted much attention to the problems 
of the industry. A Government plant was erected. Manufacture 
of soda ash, aviation spirit and of a large number of drugs and 
several chemicals previously obtained from abroad was started and 
the manufacture of old chemicals like sulphuric acid and sulphate 
of ammonia was considerably increased. But still the production 
of chemicals in India is insignificant as compared with those 
produced in America and some European countries, like Germany. 
It is inadequate to meet the country’s needs. 

The industry is highly centralized, 2/3rds of the persons engaged 

in the industry are to be found in Bengal and Baroda. The capital 

investment in the industry is represented by Rs. 20 crores which 

compared with that in other countries is ludicrously small. Certain 

lines of the industry have been neglected whereas there is too 

much concentration in certain other lines resulting in duplication 

and keen internal competition. It is only in the case of sulphurio 

acid that the industry is in a position to meet the present require¬ 
ments. 

Post-war Developments . In 1945 the Government appointed 
two panels which, besides estimating the production of the various 
chemioals in the country and the need for them, also fixed targets 
of production to be hit within a fixed number of years. 

Seven major chemical industries applied for protection in 1946- 
47 and on consideration and in pursuance of the recommendations of 
the Tariff Board the existing revenue duties were converted into 
protective duties. Resides, a subsidy of 2 per cent was granted on 

■uiW| 
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The chemical industry has several grievances : (1) No uniform 
polioy of taxing spirituous preparations in all provinces ; (21 the 
prevailing high rates of railway freights for chemicals ; (3) the 
customs duty on import of chemical machinery and laboratory 
equipment and raw materials ; and (4) restrictions on exports. 

The Government factory at Sindri, the biggest in Asia, planned 
to produce 350,000 tons of ammonium sulphate is expected to start 
production in 1950 The Fertilizers and Chemicals (l'ravancore) 
Ltd., has also started placing its products in the market. The foun¬ 
dation-stone of the National Chemical Laboratory has been laid at 
Poona. It will give a great fillip to scientific research. 

There are, no doubt, certain handicaps. We rely on imported 
sulphur, our deposits of sulphur being either inaccessible or not cap¬ 
able of economic supply. Deposits of pyrite are also insufficient. 
But otherwise, the chemical resources are fairly adequate. Accord¬ 
ing to the Indian Munitions Board, India is well endowed fcr the 
successful development of chemical industries bo'h as regards 
materials and markets. We have got large supplies ^of alum salts, 
limestone, magnesium, and also sulphuric ores. We are already 
producing large quantities of coke lrom which coal-tar can be 
manufactured. We may, therefore, reasonably hope to manufacture 
successfully various t\pes of acids, alkalies, disinfectants, dyes, vege¬ 
table and essential oils, coal-tar, etc. Our present dependence for 
essential chemicals on foreign supplies is dangerous and pitiful. 

The peak production of sulphuric acid in 1945 was 62,550 tons. 
The present (1949) capacity is 100,000 tons and the Development 
Committee appointed by the Central Government has suggested a 
target of 150,000 tons a year to be reached in five years. As regards 
soda ash, the total output in 1948 was estimated at 30,0U0 tons but 
the imports were 90,000 tons. Production of caustic soda has also 
increased but the difficulty in the disposal of chlorine stands in the 
way of further stepping up production. Production of bleaohing 
powder has also shown an upward trend. 

14. Oil Crushing Industry. India is the largest produoer of 
oilseeds in the world. But it is a pity that instead of crushing the 
seeds for oil inside the oountry, large quantities of oilseeds are ex¬ 
ported abroad. India is the largest exporter of oilseeds in the 
world. This is industrially unsound and economically unprofitable. 
The country not only loses manufacturers’ profits but is also deprived 
of a large potential wealth in the form of oil coke whioh can be 

used as cattle feed or fertilizer. 

World War I gave great stimulus to the industry. During the 
war perod the average exports of linseed oil, groundnut oil and 
castor oil increased by 443%, 150% and 00% respectively. The indus- 
try has made considerable progress since then. Ihere are about 500 
big oil mills and about 1,0 JO medium-size mills in operation for 
crushing seeds in the various parts of the oountry. The mills oater 
to the needs of the townspeople and m a nuf acture oil for export. 
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In addition to these the indigenous oil mills run by bnllooks are 

working throughout the country. Thus immense quantities of oil 
Ire manufactured in the country. But this oil is full of impur.ties 
and has not got a good colour so that it can be put to hm.ted uses 

only. 

There are several handicaps from which the Indian oil industry 
suffers. In the first place, there are high tariff walls in other 
countries against oils, whereas the oilseeds are admitted free of 
duty This encourages the export of seeds from Ind a and dis¬ 
courages the export of oils. Secondly, the freight on oils is higher 
than on oilseeds, which makes it more economical to export oilseeds. 
Thirdly, oil-cake finds a better market in Europe than in India. 
Very little oil-cake is used in India as fertilizer and as for its use as 
cattle feed, Indians have a deep-rooted prejudice against oil-cakes 
made by machines. Listly, the export of oil requires special ship¬ 
ping facilities, eg., tankers for bulk export, whereas export of seeds 
does not stand in need of any special arrangements. 

World War IL, having created difficulties in the way of export*, 
afforded great opportunities for the development of the oil industry 
in the country. Already modern processes and efficient plants are 
being extensively used. It is necessary to extend such improvements 
still further. Almost unlimited supplies of the raw material are 
available. Preponderance of agriculture and a huge livestock should 
constitute a vast market for the oil-cake. Oil is a necessary ingre¬ 
dient in the making of soap, glycerine, lubricant, paint, ghee and 
varnish industries. Its use is capable of further extension. But 
if the industry is to be placed on a sound footing, standardization 
of oil and oil-cake will be essential. Besides, educative propaganda 
will be necessary to persuade the farmer to use oil-cake as fertilizer 
and convince him that machine-made cake as cattle feed is quite 
wholesome. 



CHAPTER XVIII 

LARGE SCALE INDUSTRIES (Could.) 

’ Glass Industry. Glass industry in India i a nf 

SS 1 y pi i n T “t b ';'r d ,*° , b r° b ° e ° <° iz r °i s‘ 

•»^ShS3^ “ ude produots ™ ““ 

TndJ^i ad r g L a9 ® :indust , ry » as in the case of so many other 

Indl f* industries, has two well defined sides : (I) the indigenous 

and (2) the modern The indigenous side of the industry is mainly 
concerned m the making of bangles and is widely spread throughout 
the country, especially the U.P., in Bombay and Madras Presidencies. 
But the real home of the cottage industry is in the Indo-Gangetio 
basm wRh its large suppl.es of skilled labour; coal and saltpetre, 
and there it is concentrated at Etah, Fatehpur and Firozabad, 
especially the last. Belgaum in the South is another centre. At 
Firozabad there are about 100 regular glass-making factories But 
more modern tastes and competition from glass factories turning 
out better bangles, especially competition from •silk’ bangles made 
in Japan, are hastening the decay of this industry. 

World War I proved a blessing to the infant industry. The 
number of factories rose from 3 in the pre-war to 20 in 1918. 
After the war the industry was able to pull on. The output between 
the two wars increased by 250%. The value of imports declined* 
However, tiny factories outside Firozabad were dragging a precarious 
existence. World War II arrested the decline by affording a welcome 
respite from foreign competition. 


Modern Glass Industry . The modern factory industry dates 
from the ’nineties of the last century. These pioneer attempts failed 
ohiefly on account of lack of experienced management and skilled 
labour, wrong choice of site creating difficulties in procuring sufficient 
supplies of some essential materials and difficulties of finance. But 
the Industry somehow struggled on till World War I came to its 
rescue. After the war, however, revival of keen foreign competition 
again put the industry in difficulties. The Tariff Board in 1932 
recommended protection for 10 years, but the Government rejected 
the olaim for protection on the ground that sufficient supplies of 
indigenous raw materials were lacking and that the industry had to 
rely on imported soda ash. This decision caused bitter disappoinment. 

World War II helped the industry a great deal. Several new 
lines required by the Defence Department were evolved by the 
Qovernn^ept technologists and handed over to the industry for 
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regular production. Under the guidance of the technologists, furnaces 
were improved, numerous glass shaping, redoing and decorating 
plants installed. Factories with modern equipment were set up at 
Gbaz abad, Banaras and Firoza'ad. For the use of the cottage 
industry at Firozabad, a gas plant was set up. Technical improve¬ 
ments of fundamental character were effected. Several new lines 
were initiated, e.g., stoppered glass bottles, glass elides for micro¬ 
scopes, prismatic glass, opal shades for use aboard ships, tinted 
spectacles, etc. The Indian g'ass factories now manufacture lamp 
chimneys, globes, tumulers, jars, fljwir pots, bottles, sheet glass, 
electrio bulbs, boiler gauger, steamware, hospital ware, etc. Foreign 
imports are being rapidly replaced. 

Annual production of Indian glass industry has been valued at 
Rs. 200 lakhs and‘there are about 100 factories, meeting about 50% 
of the home requirements. Most of the Indian glass works are 
small and there are a lew large works, too, e.g., Allahabad Glass 
Works at Naini, the U. P. Glass Works at Bahjoi, the Ogale Glass 
Works in Aundh State, Bombay Presidency, and the Paisa Fund 
Glass Works at Telegaon near Poona. The main centres of the 
industry are in five provinces—the U. P., Bengal, Bombay, the 0. P. 
and the Punj ib. 

The glass industry in India should have bright prospects. 
Indian market for bangles and other glassware is quite vast. Suffi¬ 
cient trained personnel are now available. Electricity can supply 
cheap power. Major raw materials in sufficient quantities are also 
available, only soda ash has to be imported India has plentiful 
supplies of suitable sands scatterel in various parts of the country. 

Post war Developments ' Targets for post-war developments 

have been fixed: For sheet glass 42 million square feet against 

present 20 million square feet, for glass shells 25 million pieces 

against the present 14 million pieces, while the scope for optical 

glass and scientific instruments is unlimited as the present production 
19 negligible. r u 


But if the industry is to rise to reasonable heights, it will have 

t0 rid of fc “ e P resenfc shortcomings. It must rationalize itself 

and effect necessary reforms. Its products are inferior, lack finish 
and are often deformed. Little attention is paid to quality. There 

is no scientific omtrol overproduction. Little progress had been 

made in technique ana the applic tion of scientific methods There is 
no marketing organization worth the name Every effort should be 
made to raise the level of efficiency. Now that the Central Glass 

ha? 2lr£d C ? e8e f rCh - ,mtifcute has bee " established in Calcutta and 

of scientific methods. The functions of the Institute are testimr 
grading and standardization of raw materials and finished good? 
survey and identification of raw materials, improvement in existing 
operations regarding furnaces annealing, composition of batches* 

1. Eastern Economist, Jan. 10, 1947. p. 121. ’ “ 
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collection and dissemination of information. This development 
augurs well for the industry if effective liaison is maintained between 
the industry and the Institute. 

Although it is necessary for the industry to put its own house 
in order, yet Government assistance is equa'ly essential. A reason¬ 
able assurance of protection must be held out. The Government 
should also secure the services of foreign experts. The industry has 
a bright future. Rationalisation, consolidation and scientific im« 
provements are essential. 

2* Cement Industry. The Indian cement industry is a fas¬ 
cinating 6tudy both irom the point of view of its phenomenal 
development and unique organization. It is an industry without a 
past. Though young in tears, it has already grown to full stature. 
From a manufacturing capacity of 85,000 tons in 1914-16 it increas¬ 
ed its capacity to 581,000 tons in less than 10 years in 1924, i e. 
683 6% increase. The Indian factories in 1914 satisfied only 6% of 
the home demand whereas in 1937 the corresponding figure was 97%. 
Few industries in India, except perhaps sugar, can show a record 
of so rapid a development. 


The first cement factory, which owed its origin to the enter¬ 
prise of South Indu>trials Ltd., Madras, commenced operations 
in 1904. But its methods being not technically efficient, the 
factory had later to close down. The real foundation of the in¬ 
dustry was laid in 1912 13, when three factories vere set up. 
They had hardly commenced operations, when World War I 
broke out and the Government assumed control of production. 
The prosperity of these compinies led to the establishment of 
seven more factories, and the existing factories doubled their capa¬ 
city between 1919 and 1922. As a consequence, productive capacity 

exceeded demand and cut-throat competition ensued, under which 
most of the concerns had to suffer. To overcome its difficulties, 
it applied for protection in 1924. But the Tariff Board refused to 
recommend protection on the ground that the misfortunes of 
the industry were due to overproduction and internecine competi¬ 
tion. The Board, however, recommended bounties on the consign¬ 
ment of cement to certain ports and railway stations under 
certain conditions. This the Government refused to accept. 

But the Board’s suggestion to the industry for closer co- 
operation was readily accepted. In 1927. the Concrete Association 

of India was formed to carry on propaganda and educate public 
opinion in the use of rement, The Associationcertainly created 
•cement-mindedness’. The formation of the Cement Marketing 
Co in 1930 was the next step. It centralized the selling arrange- 

SS thS was'defective' inasmuch as most of the factories 

had to work below capacity and even the least efficient ones were 
assigned a quota. A merger was, therefore, established in 193 
“IjL name of Associated Cement Cos., Ltd., (A.C.C.). B 
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the advent of the Dalmia Group in 1936 made a breach in the 
integration of the cement industry. Luckily an arrangement 
was arrived at between the two groups and a joint selling organiza¬ 
tion was set up. The cement industry in India is thus strongly 
organized both on the productive and distributive sides. By 
rationalizing itself the cement industry has given an excellent 
lead to other Indian Industries. India has become almost self- 

supporting in cement. 

The location of some of the cement factories in India Is not 
quite favourable. Proximity to raw materials is there. But the 
factories are situated far from the coal-fields. The nearest faotory 
is at a distance of 200 miles, and several factories are at a distance 
of more than 1,000 miles. No cement works up to 1925 were 
situated within 350 miles of Calcutta and 250 miles of Bombay, 
and these two ports and their surroundings used more than 
half the cement consumed in the country. Most of the cement 
works were thus seriously handicapped by their remoteness from 
the chief consuming centres. The Dalmia Group, however, did 
not suffer from these defects to the same extent. At present the 
industry is concentrated in three provinces,—Bihar producing 
598,000 tons, Madras 360,000 tons and the C.P. 250,000 tons. 

Indian market for cement is still largely undeveloped. London 
alone consumes more cement than what is consumed by the whole 
of India. Till a few years ago the use of cement was confined 
to heavy structural items of engineering construction, but thanks 
to the propaganda carried on by the Concrete Association, recently 
more delicate and every-day uses have been found for cement. 

World War II gave a great stimulus to the cement industiy. 
But expansion of industries and Government requirements for war, 
especially for A. R. P. work, created a new demand. After 
the outbreak of war the work of military construction was speeded 
up and it required large quantities of cement. Also demand 
appeared from the overseas markets. On the whole., the cement 
industry has made steady progress during the war period. The 
public has experienced an acute shortage of cement. Restrictions 
were imposed on civilian consumption. Eighty per cent of the pro¬ 
duction was requisitioned by the Government for its own use and 
only 20% was left for public use. Prioes rose high. The A.C.C. 
extended their factory at Coimbatore adding 50% to its produc¬ 
tive capacity. The output increased considerably. 

Post-war Developments . The peak level of production of 
cement was attained in 1941-42 and since then production has 
been on the decline. Production for 1946-47 was the minimum 
so far. Among the reasons responsible for the decrease in pro¬ 
duction may be mentioned labour unrest, uncertain political con¬ 
ditions, precarious and short supplies of coal, transport difficulties 
and wear and tear of the plant and machinery on aooount of the war 
strain. Production in 1948 has been put at 1,046 million tons. 
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. D I** 6 * undlvlded India had an installed capaoity of 2 6 million 
tons but as a result of the partition the Indian Dominion inherits 

tan „Tof l T t °«al J 2 “““°“ to "‘- W ° Wt in P » ki »' 

An ambitious programme for the expansion of the cement in 
dustry was prepared, according to which supply was expected to 
catch np demand m 1948 49. Prodnction mu, to be doubled by 1952 
The Sohemes had to be reviewed consequent to the partition of the 
country As a result of this revision 32 schemes will operate in- 

creasing the installed capacity to about 5 5 million tons a year. 
The location of the new units has been planned on a rational 


3. Match Industry. The Indian match industry is of a very 
recent growth. The only successful factory up to 1922 was the 
Gujrat Islam Match Factory established at Ahmedabad in 1895. 
All other factories started during the pre-war period had to be 
wound up either on account of financial difficulties or ignorance 

and inexperience of the management or on account of wrong choice 
of the site. 6 


The year 1922 was important in the history of the Indian 
match industry. In that year the import duty on matches was 
rai ed to Re. 1-8-0 per gross. Although the duty was imposed 
primarily for revenue purposes, it did afford substantial protection 
to the Indian industry, and under its shelter several factories were 
set up. The industry took long strides and between 1928 and 1938 
the number of factories more than trebled. ' 

The match industry, finding itself in a difficult position in 1927, 
applied for protection. But the only relief recommended by the 
Tariff Board in 1928 was the conversion of the revenue duty into 
a protective one, thus ensuring its continuity. The bewailings of 
the Indian concerns, however, against the throttling competition of 
a gigantio Swedish oombine working in India, did not receive any 
sympathetic consideration. 

The Indian match industry has the advantage of a large home 
market estimated at 17 million gross a year and a plentiful supply 
of cheap and fairly efficient labour. The industry has also made a 
very rapid progress. Not long ago, we relied on imported matches. 
But we are now practically self-sufficient in our requirements for 
matches. Production of matches in 1947-48 was 18 million gross 
as against 16 million gross nearly in 1946-47. The peak production, 
however, waB 23 million gross for 1940-41. 

But the disquieting feature in the Indian matoh industry is the 
dominance of the all-powerful Swedish combine controlling about 
70% of the world matoh market. Development of the Indian 
matoh industry is largely the development of this foreign concern. 
This strong rival of the Indian conoerns jumped over the tariff wall 
and launohed an ambitious programme of setting up a number of 
factories in India. In 1928 it had only four factories, but now it owns 
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about a dozen of them. Even by 1923 it had oaptured 60% of the 
Indian market. It has since entrenched itself more strongly. By 
the adoption of unfair methods, it has already taken a toll of 
many Indian concerns. Its reoent reconstruction with rupee capital 
with a few dummy Indian directors on the board hardly changes 
the situation. 

4. Tea Industry. India enjoys the enviable position of being 
the largest exporter of tea in the world, supplying more than 40% 
of the world demand for tea. It is a different type of industry, 
representing a combination of agriculture and industry. 

For a long time China tea was supreme in European markets. 
It was in 1820 that indigenous tea was discovered in Assam. The 
East India Company started an experimental garden in 1835 which 
was sold in 1840 to the Assam Co., which even today is the large- 
eat concern. Since then the industry made rapid progress. The 
Chinese tea was gradually ousted from the European markets. 
Between 1893-97 and 1938-39 exports from China decreased by 90% 
and those from India increased by 132%. 

Cultivation of tea depends solely on climatic conditions. Tea 
gardens are found in Assam, Bengal, Bihar, Southern India and Nor¬ 
thern India. But they are largely concentrated in West Bengal and 
Assam. Of the total area under tea in the Indian Union of 730,000 
acres, nearly 73% occurs in Assam and the two contiguous districts 
of West Bengal; 20% is accounted for by South India. Production 
of tea in India has in recent years amounted to 540 million lb. 
per annum nearly, North India, Bengal and Assam contributing 
about 80% and South India’s share being 17 or ls%. The pro¬ 
duction in 1947 touched the record figure of 545 6 million lb. as 
against 537*3 million lb. in 1946. 

The yield of tea per acre varies from province to province, the 
highest being 728 lbs. per acres in Assam and the lowest 44 lbs. in 
Garhwal. The standard of tea cultivation in Kangra Valley is said 
to be very poor. It is suggested that the East Punjab Government 

should periodically place the services of scientilio advisers at the 
disposal of the tea growers in Kangra. 

The domestic market for the tea industry is comparatively 
undeveloped on account of prejudice and poverty. Therefore, the 
disoovery of new foreign markets and the expansion of the exist, 
ing ones is the very life and the soul of the tea industry. Econo mio 
depression in the ’thirties hit the tea industry very hard. On the 
one hand, there was over-production in all the tea-growing 
countries and, on the other, policy of aggressive economic national 

ism resulting in stringent restrictions on imports and the lack of 

foreign exchange out down the demand. There was a catastrophic 
fall in pnoes, 1932-33 being the worst year. To save the industry 

rum » an international agreement was entered into in 
1933 for five years among the principal tea- praduoing countries of 
the world. The agreement was renewed in 1938 for the next five 
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were M3igQ6d t0 *• 

ZrL5 U Th e e ^nZn g T mil li° n t India ° ffer alm08t a limitless 

market, ihe Indian Tea Market Expansion Board has been carrv 

1 cu g n8°nf a t PUbll ll ty Campaign , by °P 6Qin g tea shops,distributing free 
cups of tea, selling pice packets, through travelling oinemat de- 

monstrations and advertisements in the Press. It has been trying 

secondly, the belief that tea comes from gardens where Indians are 

treated worse than slaves. It is hoped that sustained propaganda 

wdl pay m the long run and the home market will expand still 

further. The present (1949) consumption of tea in India has been 

put in the neighbourhood of 160 million lb. It has almost doubled 
during the last 10 years. 

The Indian tea industry has endeavoured, from comparatively 
early times, for improvement of both the quality and yield of tea 
by scientific research. The Indian Tea Association established in 
1911 a research station at Tocklai which has been doing very useful 
work. A commission under P. L. Engledow, of Cambridge, made 
useful recommendations for intensifying research and adding its 
utility to the industry. A closer contact between the research 
station and the management of tea gardens will be highly beneficial. 

World War II had an unsettling effect on the tea industry ; 
the continental markets disappeared, prices fluctuated and export 
quotas had to be revised. But when Japan entered the war, im¬ 
portant sources of supply like Formosa, China, Japan and Dutch 
East Indies were closed to the United Nations. The demand for 
Indian tea therefore increased. The war with its strain and fatigue 
vastly increased the demand for tea from the U.S.A., tho U.K., 
Australia and the Middle East countries. Throughout the war the 
Indian tea industry had enjoyed a measure of prosperity. Neither 
production nor distribution raised any serious problems. Market 
was assured and the price was good. Labour troubles were practi¬ 
cally unknown. 

When the war was over, the manufacturers beoame nervous. 
But the circumstances made the tide to flow still in the industry’s 
favour, as the British Ministry of Food was anxious to secure 360 
million lb. of tea. 

The tea industry has continued to complain of the shortage of 
tea chests. The home production is estimated at 2 million chests 
whereas ^the industry requires 4*6 million chests. The tea chests 
of local make are not only numerically insufficient but also quali¬ 
tatively poor. In order to encourage plywood industry to fill the 
gap the revenue duty of 30% has been ohanged to a protective 
duty of 26%. The industry has also experienced a shortage of 
fertilizers, being supplied only 30-36% of its normal requirements. 
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Partition of the country has affected the tea industry in this 
manner. Asa result of the referendum some 90,000 tea growing 
acres have fallen to the share of Eastern Pakistan. 

The biggest headache of the tea industry is caused by the fear 
of approaching world surplus, which according to experts is inevit¬ 
able by the middle of 1949. On the other hand, costs have gone 

very high, being two and a half to three times the pre-war level. 

When, therefore, the consumers have a wider selection, higher cost 
of Indian tea may be a serious handicap for it to compete in the 
world markets. Our producers must, therefore, concentrate in 
the production of quality teas. Unless we are able to adjust 
our costs to prices, there is a real danger that the industry may 
be engulfed by a depression similar to that of 1931. 

During the next four or five years we may expect a keen 
competition from Japan, Formosa, China, Ceylon and Indonesia, 
the latter two being the strongest rivals. We must therefore re¬ 
duce costs, improve quality and also packing. In the last analysis 
quality and price alone will determine the future of Indian tea. 

The tea industry is singularly free from labour troubles which 
shows that industrial relations on the plantations are smooth and 
satisfactory. The Industrial Committee has decided to draw up a 
separate labour code for workers employed in plantations, because 
ordinary industrial legislation cannot be wholly applicable to planta¬ 
tions on account of peculiar conditions of employment there. 

5. Tobacco Industry. India is indebted for tobacco to the 
Portuguese who are believed to have introduced it here in the 
beginning of the sixteenth century. The importance of the tobacco 
industry in India can be judged from the fact that the annua) 
value of the crop has been estimated at Us. 18 crores. India is 
the largest producer of tobacco, next only to the U.S A, 


Tobacco in India is grown in five well-defined areas : (1) North 
Bengal area producing tobacco suitable for cigar, cheroots hooqa 
and chewing ; (2) the Guntur area in Madras growing Virginia 
cigarette and pipe tobacco ; (3) North Bihar area for chewing and 
cigarettes ; (4) Gujarat area in Bombay and Baroda mainly for 
bidis ; Virginia tobacco is also being attempted ; and (5) Nipani 
area consisting of Belgaum and Satara districts of Bombay and 
some neighbouring States. But, besides these special tobacco-grow¬ 
ing areas, tobacco is extensively grown in all parts of the country 
for local consumption. Tobacco grown in India is partly manu. 
factured in India and partly exported. The Indian Leaf Tobacco 
Development Co. is the biggest purchaser and accounts for more 
than half of the total crop. Numerous factories have been set up 
during the last 20 years for manufacturing tobacco. Cigars and 
cheroots are specialities of Madras, bidis are made in almost all 
PWpipal cities but Poona, Jubbulpore and Nagpur are the chief 
centres.' It is a very flourishing cottage industry in the C.*P:* provid¬ 
ing employment for about 50,000 persons, Hooqa tobacco is made 
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almost everywhere but Rampur, Gorakhpur, Luoknow and Delhi 
are specially famous for it. Delhi and the U. P. also speoialise in 
ohewmg tobaooo and Madras and Mysore in snuff. But there being 
no standardization, the qualities produoed in different plaoes differ. 

Vigorous attempts have been made in recent years in improving 
the quality of tobacoo grown in India and for exploring the possibi¬ 
lities of growing superior varieties. In 1936 the Imperial Counoil of 
Agricultural Research established a tobacco sub station at Guntur, and 
Agricultural Departments in several provinces have set up their own 
research stations. The Indian Leaf Tobacco Development Co. itself 
has done a lot in improving Indian tobacco grown in various parts 

of the country. The Mysore Tobacoo Co. has stimulated the culti¬ 
vation of Virginia tobacoo in Mysore. 


Steps have also been taken to improve marketing of tobacco 
in India. The Indian Tobacoo Association, representing the growers, 
dealers and manufacturers, has been established to assist the trade 
in standardizing and preparing the tobacco before marketing. The 
Madras Commercial Crops Markets Act of 1939 seeks to regulate 
markoting practices in tobacco. 


6. Lac Industry . India produces 49;000 to 50,000 tons of lac 
every year and it is chiefly used for polishing furniture. It is also 
used in gramophone records, for filling hollow gold and silver orna¬ 
ments and for lacquering wooden toys, penholders, etc. For 
all these purposes India can hardly consume 3 per cent of the total 
production of lac in the country and the rest is all exported, the 
U. S. A. being the most important customer. 


The development of the lac industry has been stimulated by 
the growth of the gramophone record industry which consumes 
about 40 per cent of the world production of lac. In India about 
300 tons of lac is consumed annually by the gramophone record 

industry. 

Besides gramophone records, lac is utilized in foreign countries 
in the manufacture of French polish, floor varnishes, insulating 
varnishes and cements, grinding wheels, hats, leather dressings, 
paper finishes, eto. This shows what a wide field lieB open for the 
development of lac industry. We are yet far from making full use 
of this valuable material. The Indian Lao Research Institute at 
Namkum in Bihar is doing useful work in suggesting new openings 
for the use of lac and improving its cultivation. 


7 Cinema Industry . Film industry is one of our youngest 
industries. It celebrated its silver jubilee in 1939. But it has 
developed very rapidly and already it has come to occupy the eighth 

ELutraf and provincial exchequer amounts to Rs. 1-81 orores 

to importanoc^of the aim industry in Into, therefore, tor. wrot 
h. the least doubt. 
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The first Indian film “Harish Chandra” was produced in 1913. 
The advent of the talkies accelerated the development of the industry. 
There are about 150 companies engaged in producing films and there 
are about 50 studios, the more important centres being Bombay, 
Calcutta, Madras and Poona. But Bombay accounts for two-tbirds 
of the total number of films produced in the country and is, there- 
fore, entitled to be called "India’s Hollywood.” In addition to 
about 500 touring cinemas, there were in 1943, 1,460 permanent 
cinema houses. The gross annual income from Indian films has 
been estimated at Rs. 2*40 crores. Capital investment in the pro¬ 
duction and distribution of films has been put at Rs. 8 crores, the 
yearly expenditure on production of films being Rs, 2 crores. The 
number of distributing companies is about 150. 

But so far we have confined our activities to the production and 
distribution of films. For raw films and oinema equipment, we 
exclusively rely on foreign countries. The increasing demand for 
films in India should open out quite a promising field for some 
enterprising Indian industrialists to take to manufacture of raw 
films and cinema equipment. 

Presiding over the sixth ordinary general meeting of the 
National Studios in January, 1946, Mr. J. K. Shrof sounded a note 
cf warning to the industry. According to him, “Our studios are too 
small, while production is haphazard, ill-conceived and governed by 
personal whims and fancies.” In order to ensure orderly growth 
and eliminate wasteful competition, the industry must be properly* 
organized. J 


.®*. Rayon Industry, Though the rayon industry in India, 
is still in its infanoy, yet it has rapidly grown and come to occupy 
a very important place in our economy. Among the textile indus¬ 
tries it is next to cotton textile industry in importance. 


It was only in 1936 that rayon weaving industry was started 
on an organized basis to take advantage of protection granted to 
cotton industry in that year. Up to 1936 rayon yarn was used only 
by the handloom weaver or by the mills in Sari borders. Production 

°l PU ^no^ y ° n P ,e ? e -g° od8 insignificant. But within a few years 
alter 1936, several rayon weaving mills were set up to turn this infant 

industry into a major textile industry. Since the removal of control 

on the imports of raj on yarn many more mills have been established. 

There are at present (1949) 300 such weaving mills working on 15,000 

looms. But the capacity o t the industry is being rapidly enlarged 

J^the new entrants as well as the extensions effected in the existing 


® real Bllk manufacturers and the cotton textile manufacturers 
were at first very nervous at the establishment of the industry. But 

St haS i a,8lfied a11 their * e ars and it has now tee/proved 

2W4TC rVrtH* ssz, 

- Sk*j- 
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extent from Italy. It has got a very preoarious existence. It is 
really a miracle how it pulled through the longest war in history 
when all supplies were totally cut off. Now that the industry has 
come to stay the Government must do all it oan to rid it of this 
dependence. Three units are already under construction in Bombay, 
Travanoore and Hyderabad with an aggregate capacity of 16£ tons 
of yarn per day. But our normal requirement is 70 tons per day. 
This gap must be filled up to make us self-sufficient. Two more 
schemes for the manufacture of rayon yarn are reported to be under 
active consideration, one in the U. P. and the other in Mysore. 


9. Silk Industry. The position of silk as a cottage industry 
has already been reviewed. Up to 1830, India used to export large 
quantities of silk goods but we have seen how Indian silk goods came 
gradually to be ousted both from internal and external mar kets. 
We have also noticed how recently Government tried to help this 
industry through protection and otherwise. 

Besides the cottage industry, silk factories have also been set 
up. But with a few honourable exceptions like Sassoon and 
Alliance Silk Co., Bombay, most of the factories are comparatively 
of a very small size working with a few hundred workmen. These 
factories have to rely almost exclusively on silk yarn imported from 
abroad especially China and Japan. But there are several large 
tracts ’in India suitable for sericulture. There is no reason why 
aided by scientific researoh India should not be able to dispense 
with the raw silk and silk manufactures imported from abroad. 

The raw silk consumption in India has been estimated at 4 
million lb. of which normally 50% is met by home production. 
The Government has prepared plans to step up production to 3-2 
million lb. by 1950. A Central Silk Board has been set up to guide 

and encourage the industry. 

The disturbed conditions in Kashmir have hampered the pro¬ 
duction of silk fabrics. 

10 Wool Manufactures. Apart from the woollen cottage 
industry wbioh we have already discussed, woollen mill industry in 
India has also been developing to some extent. 

The first woollen mill was set up in 1876 at Kanpur. A few 
•11a were established in the next decade ; the moBt important being 

dation of some mills „ . .. Government could not see 

was in the PiP. 0 Jdepreasion. g^.^^menSon in 1934 for 

sst 4 £ as 
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only for finer fabrics they have to depend on Australian wool. 
Bombay, Kanpur, Dhariwal (East Punjab) and Bangalore are the 
chief centres of the industry. 

The Indian climate being more suitable for cotton than woollen 
cloth, the possibilities for the expansion of the woollen industry are 
not so big. But considering large imports of wool, raw and manufac¬ 
tured, there is considerable field for further expansion of the industry. 
No doubt Indian wool is inferior but superior wool can be imported. 
Several other countries have developed their woollen industry with 
imported wool and there is no reason why this industry should not 
be further developed in India. Our mills at present satisfy only a 
fraction of our total demand. 

World War II gave a great fillip to the woollen industry. The 
woollen mills in India worked to their maximum capacity to meet 
the clothing requirements of the growing Indian Army. Production 
of woollen goods during the first half of 1948 was estimated at 11*3 
million lb. The main problem facing the industry in increasing 
production of finer counts is the shortage of woollen tops (merino) 
which are imported exclusively from Australia. 

11. Salt Industry . Salt can be manufactured in many parts 
of India. Only in Bengal, Bihar and Orissa it is difficult to manu¬ 
facture it on account of damp clipiate and the fresh Ganga water 
pouring into the sea making it difficult to make salt by evaporation. 

There are two sources of salt in India. (1) Brine salt chiefly 
from Sambhar Lake in Rajputana ; and (2) sea salt factories in 
Bombay and Madras. 

9 

The salt industry was given protection in 1930. The salt 
duty was continued up to 1938, although it was progressively 
reduced. With the resources at our command, India can easily hope 
to become sell-sufficient in salt. 

The Gandhi-Irwin Pact, 1933, gave an individual the right to 
manufacture salt for his own needs. This Pact was amended in 
1947 which safeguarded this right for individual requirements and 
for local sale under express provision. 

During the war the output of salt increased from 1*8 million 
tons to 2*2 million tons a year and it is hoped to increase it to 3*2 
million tons within a decade. 

In recent years the salt position as regards supply, price and 
, quality has been very unsatisfactory. India’s position has been further 
weakened with regard to salt by the partition. The loss of the rich 
Punjab Salt Range and Khewra mines for India has meant a loss 
of 25 lakh maunds of rock salt. Rock salt is very popular. The 
unpleasant fact of the partition is brought home to the masses in 
India when they have to take dirty-looking salt from Sambhar Lake. 

It is necessary for us to take stock of the situation now and 
work for the realization of the ideal of self-sufficiency in the course 
v of a few years. Our average per capita consumption is only 12 6 lb.. 
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88 against the world average of 23 lbs. Jn estimating our needs for 
the future we must allow for an increase in human consumption’, 
needs of the cattle and those of industries. Our industry needs to 
be reconstructed and further developed. Production must be 
etepped up. The industry must b) rationalized for the purpose. 
Licences for making 6ait from sea should be issued more 
liberally. New sources cf rock salt should be prospected. The 
Development Committee appointed by the Central Government is 
of the opinion that at the present rate of progress it should be 
possible to attain the goal of self-sufficiency by 1951. 

12. Seme other Industries. Engineering Industries. The 
engineering industry in India came into existence during the latter 
half of the last century. But it was mainly confined to repairing 
activity in connection with the railways. With the development of 
modern large-scale industry, workshops came to be established. 
^Recently the Tata Iren and Steel Company has stimulated the deve¬ 
lopment of several engineering lines so that now several types of 
tools and implements are made in India. But even now the 

engineering industry-is chiefly a repairing industry. We still rely 
almost exclusively on imported machinery which on average comes 
to Be. 16 crores worth yearly. To the value of machinery may be 
added transport, insurance and other charges. All this means a 
considerable initial handicap to the Indian industrialists. High 
capital cost, scarcity of efficient labour and internal competition ar® 
some of the difficulties that the engineering industry has to face. 
The engineering industry is centxahzed in the chief industrial 
centres, of Bombay, Calcutta, Kanpur, Nagpur, Ahmedabad, 


Madras, etc. 

Paints Industry. The first factory fdr the manufacture of 
paints was set up in 1902 near Calcutta. Tbis first venture proved 
>o be quite lucky and had a prosperous career. Tne industry 
received some stimulus during World War I and since then it has 
been making a steadv, though not marked, progress. India 
produces all the essential ingredients required m the making cf 
naints e. a , turpentine, linseed-oil, red oxides, barium sulphate, etc. 
Production of paints has appreciably gone up during the last few 


years. „ r 

Soap Industry. Conditions for the manufacture of soap are 
quite favourable in India. Large quantities of-vegetable «iL are 
produced in the country and their supply can be increased stilj 
farther Only caustic alkalies have to be imported. There is a 
1 hnmfl market cheap labppr, lower level of taxation and exist* 
8 ^ of imnort duty on foreign soap—all these faetors go in favour 

'Hhe 7»Ei t&Sy. The first India- .o«P factory on modem 

Err 
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zsjzsjes “s 

bu/also big companies l.ke Modi Manufacturing Company, the rata 
Chemical Company. Godrej and Lever Brothers, etc., are manu- 
factudng larve quantities of good soap. It is necessary to develop 

allied industries like box and barrel matang 
The Indian soap industry has so far made comparatively hula 
use of fats and waste greases which form important materia s 
for the soap industry abroad. The demand for soap ,s increaB, g 
and is bound to increase still further as the standard of living n 
India improves. The soap industry, therefore, seems to have quit e 
a bright future. The present estimate of production is 160,000 tons. 
Rationalization, research and improved methods are needed to put 
the industry on a stable basis and open out a vast field for tutur 

development. 

Vegetible Ghee Industry. In recent years there has been an alarm- 
ing increase in the production as well as consumption of vegetable 
ghee or Vanaspati ghee as it is generally called. There is a grave 
cone rn expressed over the consumption of this ghee. Expert 
opinion has been quoted to prove that it is detrimental to human 
health and physique, and experts on the opposite side have refuted 
these charges and have tried to prove that it is harmless and 
possesses great nutritive value. Experiments have been conducted 
on rats which have proved beyond doubt that the consumption of 
this ghee adversely affects eye sight and physique. There is a 
strong prejudice in India against this product. But the masses 
being extremely poor the sale of this ghee is on the increase. In 
matters of diet, conservatism is a virtue. It is the part of wisdom 
to avoid the consumption of this ghee till it is definitely proved to be 
harmless and till its nourishing properties have been firmly estab¬ 
lished. This product was first widely used in the West and aa 
serious doubts arose as to the harmful effects on human consump¬ 
tion, it was mainly reserved for export. 

During World War II, the production of Vanaspati has increased 
enormously. 

13. Industrial ‘Development Reviewed. We have made a 
rapid survey of the wide and varied industrial field of India. We 
have traced the origin and the development of various Indian 
industries and the problems confronting each of them. What is 
the measure of this industrial development ? 

Looking at some important industries we find that besides jute 
and tea, production of which has always exceeded tbe home demand, 
on s the eve of World War II India became practically self-sufficient 
in sugar, cement, cloth, iron and steel, paper and matches in recent 
years. India has come to take its place among the eight highly 
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industrialized countries of the world. This seems to be an excellent 
record. Progress of industries was further accelerated during World 
W ar II, both in quality and quantity, fcxisting industries were 
expanded and many new industries were established. 

But it should not blind us to the real situation. We are really 
still very backward industrially. According to Sir M. Visvesvaraya 1 , 
the total capital of organized industries is estimated at Rs. 700 
crorea of which not more than Rs. 300 crores worth capital i 9 owned 
by Indians. Dominance of foreign capital in Indian industry is one 
ot its danger spots. Although the population of the U. K. is only 
13% of the Indian population, the number of industrial establish* 
ments there in 192- was 107,500 and capital outlay thereon in 1932 
was equivalent to Rs. ^,067 crores. The U. S. A., with 35% of the 
Indian population, had 174,136 industrial establishu ents in 1929 
with capital outlay equal to Rs. 23,000 crores. In Canada, with 
3% of the Indian population, the number of industrial establishments 
in 1929 was 24,020 and the capital outlay Rs. 1,445 crores ; Japan, 
whose population is only 19% of'ours, owned in 1928, 1,13,711 
industrial establishments with capital outlay of Rs. 1,009 crore9. 
These figures must have gone up considerably since then. It is 
quite clear ttat as compared with other countries, and considering 
our va9t resources in men and material, our industrial development 
must be pronounced as insignificant. Only about 11% if our 
population is living in urban areas and the number of persons 
employed in organized industries i9 about 2%. The value of raw 
materials and semi-manufactured goods exported is nearly 60% of 
the total value of our exports, and tie exports of manufactured 
articles is only 40% of the total. On the imports side, the value of 
manufactured goods is 70% of the total value of our imports, while 
that, of raw Materials and semi-finished goods only 30%. Thus we 
have not yet shifted from the position of being largely an exporter 
of raw materials and importer of manufactured goods. Our industrial 
progress has been very slow indeed. 

But our industrial progress has not only been slow, it has also 
been uneven. It ha9 been competitive rather than complementary. 
Our industrialists beat the trodden path : instead of initiating, they 
simply imitate. As soon as any new industrial opening is discovered 
there is a frantic rush to fill the gap ; factory is piled upon factory 
till the industry has ceased to be remunerative. Not only the same 
line is taken up but also the industrialists run to the same place to 
open a factory till the industry becomes highly centralized and un¬ 
balanced. Its location becomes unfavourable either from the point 
of view of markets as in the case of sugar, or of materials as in 
cotton or from source of power as cement industry. History of 
almost all major industries in India amply bears out this conclusion. 

Besides, the foundation of our industrial superstructure is ; far 

from stable. We have exclusively to depend upon foreign countries 

1 Vide Flunned Economy for Ind>a 1934. 
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for machinery, mill stores, accessories and many essential materials. 
Even technicians have often to be imported. The foreign capital 
has a sc r ong grip over our industry. In almost all industrial spheres, 
the foreign concerns occupy leading positions. 

The “key'’ or the basic industries, the development of which 
must, as a rule, precede the development of other industries, are 
still in a comparatively undeveloped state. No striking develop-. 
ments have yet taken place in the chemical and metallurgical 
industries. We are still largely engaged in industries which Europe 
developed in the last century. When compared with the volume, 
variety and quality of imports, our industrial production pales into 
insignificance and appears to t>e of a very rudimentary character. 
Thus we are constrained to come to the conclusion that industrial 
development in India is not at all commensurate with the size of 
the couotry, its huge population and its vast and varied natural 
resources. We are still in a primitive stage of industrial 
development. 


But what are the reasons for the slow and unsatisfactory 
progress of our industries ? The question does not admit of any 
simple and straight answer. Our social structure has something to 
do with it, and our political structure a great deal. Our illiteracy, 
ignorance and above all poverty must also share the blame. Foreign 
competition facilitated Dy free trade policy strangled many a pro¬ 
mising industrial venture. The unsympathetic railway rates policy 
deprived them of a fair trial. The practice of purchasing stores 
through the India Office deprived them of a steady custom. The 
exchange policy often hit the Indian industries hard. Scarcity of 
skilled personnel, technicians and experts and comparative in¬ 
efficiency of Indian labour are also largely responsible for the tardy 
growth of our industries. The facility with which certain manu> 
taccured articles could be imported, coupled with their low cost 
deterred the Indian industrialists from taking up those lines. The 
lailure of pioneering attempts frightened away Indian capital’which 
became shy and avoided ventures into unexplored fields. The other 
factors militating against capital formation are the existence of 
email peasant proprietors and more even distribution of wealth 

further, commerce, with quicker return and far less permanent 
commitments, had much greater attraction for the moneyed peoule 
“ I,Mi “ ^an industry. Even the banks prefer to finance trade 

rather than industry. The absence of organized industrial finance 
is one of the principal difficulties that the Indian industries tave to 
tace. Other causes are the imperfect development of means of 
communication and transportation and absence of cheap mot've 

Thes f eo “ e of the causes which, in their cumulative 
effect, have retarded industrial development in India. 

* 4 ; Industrialization of East Punjab. Eaat Punjab bas been 

HS eD,ire e0<,n0mJ * 
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th* 5* Pr ovi . nce is now without stable agriculture as all 

lrr, 8®^ lo n works, the very soul of agriculture, have 
op . , - e j ,D ^ ! n Punjab. East Punjab is also without 

organized industries. 


ttt f M ° st the people who could be called the ‘capitalists' lived in 

^ St u u DJab * Lahore was the cherished goal of all Punjabis 
and all the people of substance gravitated to it. Now these people 

nave come out to East Punjab as paupers and a few of them, 

wno could salvage their assets, have migrated to Delhi ard other 

provinces. ^ The border province does not offer enough security to 

the intending investor. Thus capital here is both shy and scarce. 

The industrialists who had their home in East Punjab 
before the partition have their money and machine intact. But 
where are the men to handle these machines ? They were 
mostly Muslims who have gone to the homeland they have carved 
out for themselves leaving behind closed factories and idle machines, 
ju9t as the non-Muslim industrialists of West Punjab have left 
their own factories behind. East Punjab is in a strange situation. 
There are men without machines, and machines without men The 
East Punjab Governmert is without a home and has net yet settled 
to serious work, the ministerial instability being a major factor. 

What is the prospect of building up Industries ? Although the 
Punjabis seem to have lo3t their all, yet they still possess one 
thing, % e., grit. They have a brave hear tand a strong mind in a 
strong body. The way in which they have behaved in the worst, 
of calamities that can befall a nation has elicited the un¬ 
stinted admiration of their countrymen. Adversity has not been 
able to crush them under its weight which was very heavy indeed. 
They have not been demoralized ; on the other hand, they have 
emerged stronger mentally and morally to grapple with their 
difficulties. Herein lies the hope, i.e. the Human Factor. It is 
time that the Punjabis looked ahead instead of looking back. They 
h ave got the character and capacity to build up from a scratch. 

The Central Government has shown its readiness to afford 
every assistance to the unfortunate province to reconstruct its 
economy. The following measures may be suggested to put 
East Punjab again on its legs : 

(i) An industrial survey may be conducted to take^ stock of 
the present position regarding the present and potential industrial 

capacity, the materials and the markets. 

( H) The displaced persons should be imparted technical train- 
ing on a scale which may produce a large number of skilled workers 
and technicians in the shortest possible time on the ‘earn as you 
learn’ principle. Technical institutions may be multiplied for the 

purpose. 

(Hi) The displaced industrialists should be advanced liberal 
loans on very easy terms, interest to Btart after some years when 
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the plant starts operations. They should be provided the necessary 
technical assistance, and machinery should be procured for them 
from abroad. A number of towns away from the border should be 
develop! d into industrial centres where the industrialists should be 
given land at concession rates. The Government should build hous¬ 
ing colonies for workers and others, provide road or rail links 
and offer other necessary facilities. ' 

(iv) As even the best of the terms offered may not be able to 
overcome shyness or nervousness of capital, the Government should 
take large shar* in industrial enterprises either in partnership with 
private enterprise or purely as State enterprise. 

(v) As new large enterprises will take time to materialize owing 
to delay and difficulties of procuring machinery from abroad, 
immediate steps should be taken to renovate and expand the 
existing plants by means of materials available in the country. 

(w) Much immediate relief can be expected from the organi¬ 
zation and development of small-scale and cotcage industries of 
which almost every town in East Punjab can boast, if they 
are run on a scientific and national basis, it may result in big 
accretion to the wealth of the province. , 

Prof. K. T. Shah prepared a scheme in 1941 for the industriali¬ 
sation of the (undivided) Punjab. This scheme may be re-examined 
to see which parts of the scheme can be put into practice now in 
East Punjab. When men of East Punjab are married to money 
supplied by the Government of India, it will produce wonderful 
results in course of time. There is not the least doubt that when 
Bhakra and Nangal projects are completed, prosperity will once 
again smile in East Punjab. Production of processed foods like 
quaker oats, starch, glucose, biscuits, fruit preservation, vegetable 
oil, varnishes, wax, grease, lubricating oil, pharmaceutical and 
perfumery industries, wool manufacture!, art ficial silk, cigarette 
manufacture, dairy industry, leather and tanning industry, en¬ 
gineering industry especially making of small tools and apricultural 
implements are some of the lines which offer a fair field for develop¬ 
ment in East Punjab. ' ! . 1 

With a view to accelerating industrial davelopment, the East 
Punjab Government has decided to liberalize the working of the 
State Aid to Industries Act by relaxiog the requirements about 
security, raising the limit of the individual loans, and by reducing 
the advance in case of hire-purchase arrangements. 

15. The Problem of Industrial Production . The problem of 
industrial production is one of the most impoitant problems facing 
the country today. Production has shrunk to lamentably low 
level recently. During the war industrial production reached the 
peak with 4,871 million yards of cloth, 1*27 million tons of factory 
sugar and 1 37 million tons of steel ingots in 1943-44. In 1941 42 
peak level had been touched in the case of jute goods 1'26. million 
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ions, paper l-87 million cwt., cement 2 22 million tons and coal 26 5 

f 1 )] IOn T Since the war ended production has continued to 

f ’ ii , 1947 * 48 production was estimated at 3,800 million yards 
or mill clotb, 1 05 million tons of jute goods, 0*95 million tons of 

a< \ ^ u 8 ar > 1*25 million cwt. of paper, 1*3-3 million tons of cement 
0 million tons of steel ingots. This recent fall in production 
can be ascribed to the following main causes:— 

(a) Difficulty in securing new plant and machinery to replace 
old worn out machinery ; 

(ft) Absenteeism among workers and increasing use of the 
weapon of strikes by workers to improve their conditions of 
employment. During 194^ there was a loss of 12 million man-days 
in this manner as against 2\ million man-days in 1943. It is very 
necessary to devise effective machinery by which swift action could 
be taken to redress the just grievances of the workers. The indust 
rial truce resolution has been honoured more in the breach than in 
the observance. The workers followed go-slow tactics. 

(c) The transport bottle-neck has been the biggest hindrance. 

There have been enormous difficulties either in securing raw materials 
* • 

m time and in adequate quantities or in marketing the finished 
goods. Stocks accumulated and production slackened. 

( d) The political developments are to no small extent respon¬ 
sible for holding up productive enterprise. At first there was 
uncertainty as to the ultimate decision on political matters and 
when it did come on August 15, 1947, it disrupted almost the entire 
economic life of the community. In East Punjab, Delhi and West 
Bengal many factories ►till remain sealed. 

(e) The charters of the International Trade Organization have 
also adversely affected production, in so far as these agreements 
have prevented India from affording due protection to her nascent 
industries. 


(/) The Marshall Plan is bound to hamper productive enterprise 
in India for American capital goods have now to be diverted to 
Europe. Also, we find that America is reverting to semi-wartime 


economy. 

(g) Mr. Liaquat Ali Khan’s Budget of 1947-48 had also put an 
undue strain on industry. Although the budget of 1948-49, and 
still more of 1949 50, affords substantial relief, the belief still persist 
in the industrial circles that the level of taxation is still too. heavy 
to be borne by the Indian industry. Imposition of Capital Gains Tax 
is bound to curtail funds for replacements and reconstruction. 


( h ) Absence of any well-defined industrial policy ^e Gen ern- 
ment also made the industrialists shy and cautious. The slogan ot 
nationalization of industry which one hears so often these days also 
frightens away the prospective capitalist. Tlie Government lacks the 
trained personnel to take over the complicated task of running 
factories. Initiative, enterprise and the spirit of taking risks whi 
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are essential to the conduct of business cannot be expected to be 
present in Government servants. Thus there is absolutely no fear 
of nationalization in the near future. 

Among the other causes of fall in production we may mention 
that in the case of some commodities like coarse cloth, sugar, paper 
and steel control prices did not take full account of increased cost of 
production. The producers sometimes incurred a loss. There was 
no incentive to carry on production. Another cause is the reduction 
in the number of working hours from 54 to 48 per vreek from 1st 
August, 1946. 

In October, 1948, the Government announced several oonoessions 
to stimulate production which include 

(i) Exemption from income tax of profits up to a limit of 
6% on capital employed for 5 years of new industrial 
undertakings which commence production within three 
years. 

(ii) Depreciation allowance at double the existing rate on new 
buildings, plant and machinery and for factories working 
triple shifts. 

(Hi) The customs duty on plant and machinery has been halved 
and import duty on certain raw materials has been abo¬ 
lished and on others reduced. 

The production figures for 1948 were a bit heartening and 
showed that the corner had been turned. As compared with the 
previous year, the output was greater in the case of textiles, cement 
sugar, chemicals, fertilizers, bicycles, motor car batteries, light 
engineering and other miscelleneous industries. Dr. Syama Prasad 
Mookerjee gave this cheering message when presiding over the meet¬ 
ing of the Central Advisory Council for Industries on January 24 
1949: “If industrial production had gone down in 1947 to about 
6% below the pre-war level, it has gone up to about 15% above the 
pre-war level in 1948.” But there is not much ground for 
complacency. The production in the case of two basic industries 
coal and steel, as well as in rubber, tea, leather and glass and in 
several others had gone down. It is really strange that in spite of 
expansion of the existing unit?, the industries have not reached 
either the peak output or the installed capacity. We should re¬ 
member that ours is not a solvent economy. We have an adverse 
balance of trade and we have a programme of heavy food imports 
(4 million tons) and capital goods. It is imperative, therefore, that 
our industries go all-out in stepping up production. 
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CHAPTER XlX 

INDUSTRIAL FINANCE AND MANAGEMENT 

1. Introduction. Finance is the life blood of industry. 
Adequate hnaoce is absolutely necessary to oil the wheels of 
industrial machine, to ensure its smooth working or to pr .vent its 
breakdown. Lack of adequate and timely finance is one of the 
most important causes of slow and uneven development of industries 
in India. The story of industrial development in other countries 
has one lesson, viz., finance is the hand-maid of industry. It is 
idle to expect any industrial finance unless appropriate financial 
institutions are set up to support che industrial structure. 

The problem of industrial finance may be studied in connection 
with (a) the small.scale and medium-sized industries ; and (b) the 
large-scale or organized industries. 

2. Financing of Small and Medium~sized Industries. 

Industrial Finance in rural areas' The small producer requires 
finance for the purchase of raw material, to meet the expenses of 
production and to bridge the gap between production and final 
disposal of the goods. 

In the rural areas, capital is extremely unorganized and as a 
matter of fict much capital is not available. Tne viilage money¬ 
lender is the one oasis of thrift in the vast desert of extravaganoe. 
The small producer being poor and unaole to offer good security, the 
funds of the money-lender do not flow towards him except at 
exorbitant rates. “Every advantage is taken of debtor’s illiteracy 
and helplessness.” 1 Further, in the rural areas, there is a greater 
predilection in favour oi investment in land or iu jewellery or the 
money is simply hoarded. The co-operative banks confiae their 
activities to current agricultural finance and oan llt-afford to spare 
any money for local industrial enterprises. The local industries, 
therefore, practically starve for laok of funds or they have to pay 
unduly high rates. 

Industrial Finance in urban centres. In the cities, oap.tal is 
better mobilized. In almost every oity, there .s either a branoh of 
the Imperial Bank or of soma other joint stock oank. The position 
has oonsideraoly improved in reoent years, for a large number of 
banking concerns have boen floated. But the requirements of 
finance in the urban areas, both for the cottage worker and the 
middle-sized industries like flour mills, rice mills, printing presses, 
small match factories, hosiery, soap, sports factories, iroa and 
brass foundries, eto., are greater, for their operations are on a larger 
scale. 

1. Report of the Bombay Banking Enquiry Committee, 1931, p. 136. 
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To afford financial help to the oottage worker, a number of 
middle* men, besides the ordinary sahukir, have appeared on the 
scene. The mahzjan gives a cash loan, and if he is also a dealer in 
raw material, he supplies it on credit. The mahajan takes full 
advantage of the poverty and isolation of the artisan and charges 
a high price for this accommodation. According to the Punjab 
Banking itnquiry Committee, the Punjab weavers have to pay 12£% 
to 37%. These rates are certainly too high for any industry to bear. 

The middle-sized industries fare no better. Although they are 
started by men of 6ubstanoe, yet they, too, often need assistance 
and tne indigenous bankers, lending on personal security, charge 
high rates ranging from 9 to 15%. The joint stock banks advance 
loanagainst fixed capital to the extent of 20 to 30% of the estimated 
value of property and machinery, and against stock to tbe extent of 
70%. The terms on which the banks lend are regarded as incon- 
venient and irksome. “There is no doubt that the small entrepreneur 

.is hampered seriously by the lack of banks and of finance at 

reasonable rates.'’ 1 


In recent years, the industrial side of the co-operative movement 
has been receiving speoial attention especially since 1935 when the 
Government of India sanctioned an annual grant for the develop¬ 
ment of handloom industry. In all provinces industrial co-operative 
societies were established to meet the financial needs of the cottage 
industries. The co-operative movement has immense possibilities. 
In Russia, sinoe the Revolution, the co-operative movement has been 
playing an “important part in the industrial sphere.” 2 But the 
movement in India is still in its infancy and it cannot yet meet ad¬ 
equately the financial needs of the small industrialist. 

Another source of financial assistance is the State. The State 


aid to industries Acts are in operation in all the provinces But the 
experience of State loans has not been a happy one, for a large 
number of such loans became frozen and had to be written off. A 
Government loan with its elaborate formalities gives unwelcome 
publicity, and industrialists, who are zealous of their credit, avoid 
the inquisitorial gaze of the Government officials, who, in their turn, 
are not competent to judge the industrial proposition and the oredit- 
rthinese of a party. The Fifth Industries Conference held in 1931 
which was attended by various provincial representatives, rightly 
name to the conclusion that these loans had not been successful in 
simulating industrial development to any appreciable extent. 3 The 
scheme of direot State assistance, therefore, does not seem to hold 

out any promise. • . 

Industrial Credit Corporations for the financing of small mdust- 
• Virmid be set up in all provinces. A beginning in this direction 

hM already been made in the P. P. and West Bengal. _ 

_ . Industrial Commission, 1918, p# 178* 

o I^BUno— Co-operative Movement in^seia, 1026, P> 168 - 

BkStaun* of Indian Industries and Labour No. 50, p. 12. 
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• -’3.' Financing of Large-scale Industry. Their Needs. The 
large-scale industry nssdi fundi for block or capital expenditure, 
i.e., for the purchase of'land, erection of the factory buildiDg, for 
setting up machinery, etc., and in tue case of a going concern for 
extensions and replacements. Resides ttiis, funds are also required 
for the purchase of materials, for stores, for other expenses inci¬ 
dental to production aud marketing, aud for meeting day-to-day 
requirements of the industry. This is known as the working capital. 

How they should be Financed. Dr. Jeidels, a foreign banking 
expert, is of the opinion that not only block but also normal work¬ 
ing capital has to be furnished out of the firm’s own initial capital. 1 
But strict adherence to this view will prevent even many sound con- 
cerns from seeing the tight of the day, for it is rare that an indust¬ 
rial concern in India has raised sufficient capital for both these pur¬ 
poses. in a country wbere capital is notoriously shy and nervous 
and where hoarding in one form or otber is all but universal, it is 
idle to expect that a company will be able to raise sufficient funds to 
meet its requirements of fixed, floating and working capital. The 
proportion that share oapital bears to the total capital requirements 
is 3$ per cent, for Bombay, 25 per cent, at Ahmedabad and 13 per 

cent, at Sholapur. 2 

The Central Banking Enquiry Committee held that the indust¬ 
rial conoern having raised initial capital sufficient for block could 
rely on commercial banks for the whole of the working capital and 
also temporarily for funds required for extensions. 3 This will obvious¬ 
ly place too muca strain on the commercial banks. The sound prin¬ 
ciple seems to be that the ooncern should raise all the initial oapital 
for block plus that amount of working oapital which is permanently 
locked up, and for any working capital required over aud above this 
it may rely on the banks to supply it. 

But this sound principle has been honoured in India more in the 
breach than in the ooservance, with serious consequences to the in¬ 
vestor, the industry and the promoters themselves. There are not 
a few cases when the industrial oonoerns found themselves in finan¬ 
cial difficulties shortly after start. The Government had once to 
come to the rescue of the Tata Iron and Steel Company by giving a 
loan of Rs. 50 lakhs. The Indian Wire and Steel Produots, Jamshed¬ 
pur, failed to increase its output due to shortage of capital and the 
Government of JBihar and Orissa had to sanction in 1924 a loan of 
Rs. 5 lakhs. The undercapitalization of the Indian industrial con¬ 
cerns is thus chronic and universal. 

0 

1. Dr. Jeidels—Memorandum on Industrial Finance. 

Report of the Indian Central Banking Enquiry Committee, 1931 
Vol, IV, p. 146. 

Report of the Textile Labour Enquiry Committee, 1938, p, 61. 

3. Ibid., Vol. I, pp- 276, 298-99. 
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How they are actually financed : (i) Shares and Debentures . Our 
industries raise the bulk of their share capital id the form of ordinary 
shares and the tendency in recent years has been to issue them in 
lower denominati ns. Debentures do not seem to be popular with 
the Indian investors, and the companies, too, hesitate to issue them 
for fear of losing credit. The various causes that limit the market 
for debentures in India are : heavy legal and stamp charges and 
underwriting commission, heavy transfer fee, limited return, no 
prospect of capital appreciation, frequent failures of industrial invest¬ 
ments, practice of insurance companies to invest in the gilt-edge, etc. 
The companies cannot, therefore, raise enough capital for their 
normal requirements. 


(it) Managing Agents, The inadequacy of the amounts raised 
through shares and debenture capital for entire block a ;d normal 
working capital, compels our industrial concerns to seek the aid of 
other financing agencies. But the perusal of the Banking Enquiry 
Committee Reports and the evidence tendered before them gives one 
the impression that they do not receive any sympathetic treatment 
from the money market. As regards initial capital the facilities are 
inadequate. The public prefer to invest in\ Government Securities 
and Municipal or Trust loans. 1 Thus the paid up capital often does 
not cover even the block. This makes the finances of the company 
precarious and throws them at the mercy of managing agents and 
other financial houses. The managing agents buy bulk of shares, 
advance money for extensions, and also come to the aid of the con¬ 
cern in times of distress. We shall examine the role that the manag¬ 
ing agents play in our industries in a later section. 

(Hi) Deposits. There is another source of funds, viz ., deposits 
from the public. This system is specially prevalent at Ahmedabad. 
But deposits have been described as ‘fair-weather friend’ and are 
likely to desert at the slightest shock of adversity. Besides, it is 
unsound to finance schemes of capital expenditure out of these 

short-term deposits. 


(iv) Cash Credit. Short-term loans on the cash credit system 
can be obtained from the commercial bank on the security of stock, 
and in some cases, on the additional guarantee of managing agents. 
But the cash credit system fails during depression for either the 
amounts are recalled, which leads to forced sales accentuating the 
depression or the mill-owners are asked to increase the security 

which is not always easy. 

Apart from these main sources tapped by the cotton mills, the 
various other industries have evolved their own system of finance 

The tea companies charge a refundable admission fee of Rs. 20-25 

ner share not bearing any interest and the proceeds are spent on 

initial expenditure. Some of the tea gardens have to borrow from 

Indigenous bankers and loan offices at a very high ^te-Thewell 
establishe d gardens oan get accommodation from some firms of 

-—^ eport of t he Central Banking Enquiry Committee (Majority Report), 

Vol. I, P art P* 29 ®* 
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brokers who act as intermediaries between them and the Imperial 
Bank. The Tata Iron & Steel Co., has cash credit arrangements 
with the Imperial Bank aDd also raises large amounts in the form of 
one year’s deposits. The Indian coal firms have to borrow from 
indigenous bankers even at 24 to 30 per cent. The sugar industry 
receives deposits from selling agents and from the public. Ihe jute 
industry secures loans from the banks on the security of stocks. 

4. Our Banks and Industry. Conflicting opinions were 
expressed before the Central Banking Enquiry Committee about the 
financial assistance given by our banks to industry. But on the 
whole it appears that our banks have been working on too rigid and 
orthodox lines to be of much use to the industry. Their unwilling¬ 
ness to advance money on personal security or on the security of 
block, even though unencumbered, and their insistence on full 
backing of tangible and easily realizable security detracts from their 
utility to the industry. Hypothecation of stocks on which they 
generally insist, involving as it does a visible control by the bank, 
damages the credit of the party and deters them from availing even 
of the very limited facilities provided by the banks. “Industry in 
India is face to face with banks run on ideal lines.” 1 

There i6 no member of our money market whose avowed aim is 
to help industry. The Imperial Bank has its hands full with ordi¬ 
nary commercial banking business and there are not many other 
joint stock barks whichby experience and financial strength are 
competent to take up the task of financing the industries. The 
foreign exchange banks are busy in tbeir own sphere, and do not 
feel interc sted in financing Indian industries. The indigenous banks 
find the financing of trade and ordinary money-lending too profita¬ 
ble to turn to industries. Besides, their resources are too meagre to 
be of any substantial aid to industries. The co-operative banks are 

meant to help the agriculturists. Thus “no banking agency culti¬ 
vates industrial relations’.” 2 


Our banks generally invest their funds either in Government 
Securities and give advances against merchandise actually deposited 
in their go-downs or if kept with the customer, some other legal 
formalities are gone through. None of these practices is helpful to 
industry which is thus starved financially. As the Marwari Chamber 
of Commerce pointed out to the Central Banking Enquiry Com¬ 
mittee, “the sum total of the assistance given by the joint stock 
banks is an almost negligible quantity.” 2 Mr. Manu Suber ar, in the 
Minority Report, criticized in scathing terms the treatment accorded 
to industry by the banks. He observes : “The banks have done a 
disseivice to themselves and to industry through an exaggerated 
adherence to the princ iple of short-term investment.” 4 

Vol. I,' Pan II? p. e 33lf BaDkWg EEquiry Committee (Mine, i ty Repon)7u!37, 


Central -¥ em ° rflndu . m on Industrial Finance. Report of the Indian 

Centra Banking Enquiry Committee, 1931, Vol. IV, p. 148 

3. Ibid,, Vol. 2, p. 660. 4. Vide Report, p. 327, 
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The banks have their own difficulties. They have to .maintain 
a condition of maximum liquidity to meet the demands of their 
depositors. They also lack the necessary knowledge and equipment 
to determine the trustworthiness of an industrial concern. The in¬ 
dustrialists themselves are unwillingto disclose fully and urreserved- 
ly their true state of affairs. Floatation of fraudulent concerns 
and t heir failure, periodic recurrence of depression and precarious 
position of Indian industries owing to the uncertainties of the fiscal 
policy also add to their difficulties. Bat when all is said, the fact 
remains that the banks hav<* shown clak of sympathy and an atti¬ 
tude of unconcern to the development of our industries. Our banks 
must give up this touch-me-not attitude with regard to industries. 

5. Industrial Finance in Other Countries. Banks in 
Germany have played an important role in the development of 
industries. Special banking institutions like 80110111 ^^ 6 ^ Scher 
Bank Verein were set up to help industry. Many leading German 
banks known as the “£>” banks have come to acquire vast industrial 
connections. Having a large share capital of long-term deposits and 
equipped with a wide range of technical knowledge, the German 
banks are in the best position to help industry. They initiate 
industrial enterprises and find capital for them either by subscribing 
themselves, hoping to unload later, or by underwriting the shares 
and issuirg them to the investing public. They nominate their 
own directors on the boards of companies they have helped. To 
use Dr Jeidels’s words : “The banks attend an industrial undertaking 
from its birth to its death.” 1 The banks in other countries of the 
European Continent follow the same policy. The ‘Big Five in 
Belgium, Banques de Credit Mobilier in France, and Societic 
Financiara Italiana and Banco Rationale de Credits in Italy have 
contributed to the prosperity of industry in their respective 


countries. 

In Japan, like India, there was a dearth of capital and a tradi- 
tional preference for investment in land. The Japanese Government 
had to make special efforts to mobilize capital and turn ,t into 
industrial channels. The Industrial Bank of Japan was established 
in 1902 With the approval of the Minister of Finance it can issue 
underwrite or even subscribe to share capital of industrial concerns 
it has a committee of experts who periodically visit factories and 

keep it fully a f “ U, Bma „ industrialists by helping men of 

IbilTty and excellent businrss record without, any tangible security. 
Even ordinary joint^stock banas gi B rescue d bv them during 

trial enterprises and several concer Investigation Assooia- 

& was foVmed^hy f f 

^T^ar/rnnnt''fo r 63 per cent- Almost every big Japanese 

—TSS2- ES indn.tr. 

1930, P. 83. 



INDUSTRIAL FINANCE AND MANAGEMENT 


281 


ous 


firm has a bank established in connection with it.* The fai 
banking houses of Mitsubishi, Mitsui, Sumitomo and Yasuda have 
given valuable financial assistance to industries. 

The banks in America, too, have actively interest 
in industrial floatations and have formed 

panics for the purpose. “In budding up most of the great American 

corporations, some house or bank has plajed a lead g 
relation usually remained close and continuous one. Lhe Amen 
can banks are no longer content with furnishing short-term credit.^ 

Banks are authorized to make direct working capital advances and 
to buy or discount industrial bonds maturing within five years .a 
method ol group finance has been developed in America by w 
larger banks ‘pump' credit into the country through the smaller 

banks. * 

The English banks, too, in recent years have departed from 
their traditional policy of purely commercial banking and oi ^aloof¬ 
ness from industry. The Bank of England came to the help ot 
steel industry and, through its support to the Lancashire Cotton 
Corporation, contributed to the rationalization of textile industries. 

A subsidiary company, the Securities Management Trust •» was 
formed in 1929 to help in the work of industrial reorganization, in 
1930 was established Bankers’ Industrial Development Co., in wmcn 
every bank and financial house of first-rate importance took up 
shares. It represents co-operation among banks to assist industry. 
The company took a leading part in the financing of Lancashire 
Steel Trust 4 In 1934 the Bank of England lent its support m the 
formation of Credit for Industry Ltd. 

An Industrial Finance Department has been created in the 
Australian Commonwealth Bank with the object of providing long¬ 
term finance to industries. 

We, therefore, find that the Government and the banks in other 
countries have actively interested themselves in looking after the 
financial requirements of their industries. 

6. Suggestions for Improving Industrial Finance- The above 
survey of industrial finance shows that our industries are receiv¬ 
ing little assistance from our banks and we have none of the 
speoial institutions like issue houses of England or other institu¬ 
tions set up recently. In the case of our industries, either ade 
quate financial assistance is not forthcoming or it is given almost 
at prohibitive price. 

But this is not because sufficient capital does not exist in 
India. Although India is admittedly poor, yet the requirements of 


1. 

2 . 

3. 

4. 


Allen—Modern Japan and Ifs Problems, p. 174. 

Committee on Finance and Industry, 1931, Report p. I 64. 

Vide Memorandum on Commercial Banks, 1913-1929, League 
Nations, p. 329, and also Memorandum, etc., 1925-33, p. 238. 
Babu—Industrial Finance, 1938, p. 54. 
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her industries, too, in the aggregate are not very large. The fact 
is that no expert and reliable guidance is available to the average 

Indian investor who himself can hardly be expected to judge the 

profitableness and safety of an investment- The yearly recurrence 
of so many company failures frightens him. In the words of the 
Industrial Commission: “The difficulty in raising capital for indus¬ 
tries is mainly the measure, even in India, not of the insufficiency 
or inaccessibility, of money but of the opinion which its possessors 
hold of the industrial propositions put before them.” 

In order to make up the. deficiencies of industrial finance in 
• India, the following suggestions can be made :—(1) The big com¬ 
mercial banks should develop a sympathetic attitude towards 
industries and should maintain close and continuous association 
with them so that they may be able to give timely and adequate 
aid to them, consistent, of course, with their own safety. In the 
words of Dr. Jeidels: “Capital market in India seems to be large 
enough to give room to a certain activity of banks in the field of 
industrial financing. ,yi But they should avoid being entangled too 
much. “A banker must never forget that he cannot, and must 
not, be an industrialist.” a These banks can at least help in the 
formation ofspe3ial institutions, as in England, to act as inter- 
mediaries between the industry and the investor, on the one 
hand, and as financial advisers to existing industrial concerns, 
on the other. They should arrange for underwriting the issues and 
provide temporary finance, and even long term credit, in anti¬ 
cipation of this issue. They should assist in the reorganization 
and rationalization of the existing industries and in the establish¬ 
ment of new enterprises. 

(2) We also should have industrial banks with a large propor¬ 
tion of share capital and receiving long-term deposits to specialize 
in the business of industrial finance. The Government might 
help by taking part of the share capital or by guaranteeing 
a minimum dividend or the advances given by the banks. 

(3) To help the small investor, who cannot make a discriminat¬ 
ing choice between the different securities offered to him, we 
should have investment trusts, which hold or deal in shares so that 
they can provide the small investor with an opportunity of buying 
“blended packets” of a number of securities thus diversifying his 
investment and spreading the risk. 

(4) Special banking institutions may be started to mobilize the 
small and scattered amounts of oapital. They should cater for 
the needs of the small depositor by offering him better terms and 

facilities. * 

(5) It is also necessary to develop a bill market in India by 
liberal provision of discount and rediscount facilities so that 

1. Vide Report, p. 179. 

2. Dr. Goldaohmidt—quoted by the Committee on Finance and Industry 
1931, Repoot p. 168. 

i» 



INDUSTRIAL FINANCE AND MANAGEMENT 


283 


business men may be able to escape the formalities and incon¬ 
veniences inherent in the cash credit system. 

(6) In the U. S. A. and Japan insurance companies play an im¬ 
portant part in providing long-term finance, But in India the 
insurance companies are required by statute to invest 55 / a ot 
their assets in Government or Government-approved securities. 
This is a great handicap and must be removed. 

Our industries often languish for want of finance while vast 
amounts of capital lie dormant. Those that have been mobilized 
are not available to them except at an exorbitant price. If the 
measures suggested above are adopted, it may be hoped that a 
big stumbling block will be removed from the path of industrial 

development in India. 

7. Industrial Finance Corporation. An Industrial Finance 
Corporation Act came into force on July 1, 1948. As provided in 

the Act, the object is to provide credit for medium and longterm 
capital requirements of industries, which are outside the normal 
activities of the commercial banks. , The share capital is Rs. 5 
crores, the shares to be held jointly by the Central Government, the 
Reserve Bank, Scheduled Banks, insurance companies, investment 
trusts and similar financial institutions. There will be no private 
holding of shares. 

The shares of the Corporation will be guaranteed by the Central 
Government as to repayment of the principal and payment of 
dividend not exceeding 2|%. 

The Corporation will be authorized to issue bonds and deben¬ 
tures for amounts which, together with the contingent liabilities of 
the Corporation, shall not exceed four times the amount of the paid- 
up capital. The Central Government will guarantee such bonds and 
debentures as to repayment of principal and payment of interest 
not exceeding 2£%. 

The Corporation may accept deposits from the public repayable 
after a period of not less than ten years.. 

The Corporation will be authorized, to make long term loans to 
industrial undertakings, repayable within a period not exceeding 
25 rears, and to underwrite the issue of shares and debentures 
subject to the provision that the corporation will be required to 
dispose of any shares or debentures acquired by it in fulfilment of 
its underwriting liability within a period of seven years. 

Industrial concerns owned by the State are outside its scope. 
The Corporation only finances private industrial enterprises without 
becoming a partner. Its activities supplement and not compete with 
those of the commercial banks which cannot grant accommodation 
of the type and for the length of time that the corporation can do. 
The Corporation pays special importance to the development of 
industries of strategic and national importance. The financing of 
small and medium industries is primarily the concern of provincial 
finance corporations which have been set up in several provinces or 
are in the process of being set up. /Ot 
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In the short time that the Corporation has been in existence, it 
has helped so far (April 1949) 12 different industries. 

8. The Problem of Foreign Capital* One aspect of industrial 
development in India which needs special attention is the dominance 
of foreign capital. It is difficult to form an accurate estimate of 
the extent of foreign capital in India. 1 But it is enough for our 
purpose to remember that the amount of foreign capital in India is 
much larger than the Indian capital. Although, apart from cotton 
mill industry which has been its peculiar domain, the Indiad capital 
in recent years has become much bolder and has made considerable 
headway in cement, sugar, insurance, banking, paper companies and 
even in jute and tea companies, yet it requires no statistical proof 
to show that leading concerns in almost all industrial lines are under 
foreign enterprise and are run with foreign capital. 

9. Advantages of Foreign Capital. Foreign capital confers 
considerable benefit on the cc untry using it. It may even be 
indispensable for accelerating economic development of a country 
when there is dearth .of indigenous capital. All the Dominions, 
the U. S. A. and Japan borrowed capital from abroad for the 
exploitation of their natural resources. Foreign capital undoubted¬ 
ly adds to the national wealth of the country. Even if profits go out 
the wages constitute an important gain. The use of foreign capital 
results in the creation o*' assets which may more than cover the 
payment of capital and interest. The railways and canals provided 
with foreign capital will be almost a perennial source of national 
income when foreign capital has been repaid. Foreign capital, 
therefore, can be an important means of bringing about economic 
prosperity. 

The foreign capitalist generally bears the losses in the pioneer¬ 
ing stage and this is a gain to the country. La^er, the indigenous 
capita) can take advantage of the established lines and go ahead. 
W e have seen how the early attempts in India in glass, and iron 
and steel industries failed with losses to foreign entrepreneurs . 

Still another advantage is the technical knowledge brought into 
the country. The foreign capitalist sets np an efficient organization 
and introduces a new technique. If this is gradually imparted and 
passed on to the entrepreneurs in the country, the gain is undoub¬ 
tedly great. But it is a big ‘IF\ If the foreign capitalist sedulously 
guards the business secrets, no material gain results to the country. 

10. Abases of Foreign Capital. But the use of foreign 
oanital is generally associated with certain evils. The greatest evil 
is of a political character. It is said that "Flag follows the Trade.” 
A country using foreign capital soon passes under foreign domination 
and several political complications are created. Egypt and China 
have suffered from this domination. In India, also vested interests 

Tt is said to be auything between £*00 and £1,200 million. (B.. P. 
Adarkar— Fiscal and Commerical Policy in Industrial Problems of India, 

edited by P. C. Jain, p. 169.) 
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were oreated. They were to identify themselves with the country 

they worked in, and ___ _ A ^ 0 a • . 

to grant any political power to India. The foreign capitalist in 

India clamoured for and secured, strongest safeguards m the Con * 

stituLon of 1935 and he rendered himself obnoxious to the Indian 

politicians by his persistent anti-Indian attitude. 


Another drawback is that the natural resources of the country 
may be exploited for the benefit of a foreign country and to the 
everlasting detriment of the country concerned. Some would prefer 
to wait till the indigenous enterprise and capital are forthcoming 
and not develop the resources of the country at all till then. 


Foreign capital with foreign control is especially dangerous in 
the case of “key” industries and industries connected with national 

defence. This may constitute a serious threat to the independence 
of the country. It may prove too high a price for economic develop¬ 
ment. 

It is also seen that higher and important positions in foreign 
concerns are reserved for their own nationals and Indians have to 
be merely content to be “hewers of wood and drawers of water.” 
No apprentices are trained, and technique and processes are zealous¬ 
ly kept secret. In such a case the country derives little benefit 
from the use of foreign capital and suffers from a galling sense of 
inferiority. 

The trouble is that alien concerns remain for ever alien. They 
take away the profits, and it represents a constant economic drain 
on the country. 


But it is well to remember that these objections are against 
foreign control and not loreign capital. Foreign capital without 
foreign management and foreign control may be quite welcome and 
may be conducive to the economic well being *of the country. If, 
therefore, foreign capital is used under proper safeguards, there 
may be no harm and much good may result instead. 


11. Restrictions on Foreign Capital. In order to derive the 
maximum bepefit from the use of foreign capital and reduce its 
disadvantage to the minimum, some restrictions on foreign capital 
seem to be called for. It has been proposed that the foreign 
concerns should be registered in India in rupee capital so that 
Indian investors may get an opportunity of acquiring a share in 
the capital. Further, that a portion of. the share capital should 
be reserved for Indians and that a certain number of seats on the 
board of directors should be reserved for Indians. It is also suggest¬ 
ed that these concerns should undertake to provide ample opportu¬ 
nities for the training of Indian apprentices. No doubt there are 
practical difficulties in actually carrying out these suggestions. 
The majority of the Fiscal Commission and External Capital 
Committee did not believe in their efficacy. But it is worth while 
to give a trial. 
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In a resolution issued on April 6, 1948, the Government 
announced its policy regarding participation of foreign capital. It 
s ated that as a rule, the major interest in ownership and 
p e ?. 1Ve ® on trol of an undertaking should be in Indian hands. 

ee mg the great need of capital the Government is now prerJfred 
to Jet foreign capital have control for a limited period. ^ 

The position now is that we need vast capital to accelerate eco- 
development of the country in order to improve the standard 
of living of the masses. Basic industries have to be built up. We 
have now to look to our defences unaided by the British We must 
build ships and shipping yards, build up an air force, and erect a 
large number of ordnance factories. We have to feed our ever¬ 
growing population and for that purpose reclaim waste lands and 
complete the multi-purpose projects within the shortest possible 
tin e. All this needs capital which we woefully lack. Foreign 
capital is needed not merely to supplement our meagre capital 
resources but also because scientific, technical and industrial 
krowledge and capital equipment can best be secured along with 
foreign capital. We have again, therefore, to woo the foreign 
capitalist. The Prime Minister, in his statement made in the 
Constituent Assembly in April, 1949, has tried to set at rest all the 
apprehensions of the foreign capitalist. He gave the assurance 
that § the existing foreign interests would be free from any discrim¬ 
inatory restriction®, they would continue to enjoy facilities for re¬ 
mittance of profits and if any foreign enterprise was compulsorily 
acquired compensations would be paid on a fair basis. Now that 
we have got our own Government, the sting has been taken out 
from foreign capitalist. We are now in a position to derive maxi- 

mrm advantage without any of the evils. 

• * 

12. The Managing Agency System. A characteristic feature 
of the management of Indian industries ia the prevalence, almost 
universal, of the managing agency system. The^ managing agency 
is generally a partnership and sometimes a joint stock concern, 
formed for floating a concern and to take over its management. Tt 
is a curious appendage to the joint stock organization in India so 
as fundamentally to alter its character and working, t 

The raison d’etre of the system lies in the peculiar economic 
conditions obtaining in India especially with regard to theavailabi- 
lity of managerial talent and financial facilities The shyness of 
Indian capital and consequent inadequacy of the “ k 

from the investing public, the late development of joint stock 

banking, the absence of special financial institutions like the issuing 
houses, the lack of competent directorate and the pract.ices of com- 

the zrVTll, — r! rSsfotS 

managed the 
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perform three principal functions : (1) pioneering ; (2) running 

the routine machinery of the concern ; and (3) providing finance. 
The managing agents do the preliminary prospecting to bring the 
concern into existence and place it on its legs. They also carry on 
day-to-day business. Their financial interest in the concern is 
quite considerable. They are the principal shareholders and, besides 
lending substantial amounts to the company themselves, they arrange 
for finance from the banks where their personal guarantee is almost 
invariably necessary. It is also their reputation and standing which 
induce some moneyed people to place their money with the mill as 
a deposit. Of the total loans secured and unsecured of the Bom¬ 
bay cotton mills advances by the managing agents amounted to 
nearly 76 per cent. 1 At Ahmedabad they hold 23 to 50 per cent 
of the shares and their share in the deposits is 20 per cent. 2 The 
managing agents are, in short, promoters, financiers, managers, 
and agents, all rolled in one. 

Their remuneration takes the form of a fixed monthly alio w- 
ance intended to cover the expenses of clerical and secretarial 
establishment plus a fixed minimum commission and a percentage 
on profits besides. A commission on profits brings about a closer 
identity between the interests of the shareholders and those of the 
managing agents. 

13. Criticism of the Managing Agency System. The manag¬ 
ing agency system has been subjected to a close examination from 
time to time, especially at the time of passing of the Indian 
Companies (Amendment) Act in 1936. 3 There are two sides : the 
evil and the good. 

Evils. Among the several evils attributed to the system may be 
mentioned the subordination of the interest of the shareholders to 
those of the managing agents, opportunities for fraud and exploitation 
and the clash between the interests of the various firms under the 

same managing agency. 

| 

The system has hindered the growth of independent and capable 
directorate. The directors are mere figureheads and puppets in the 
hands of the managing agents. Out of 175 directors of Bombay 
cotton mills in 1925, 95 were agency directors. 4 The managing 
agents decide and the directors register those decisions. Mr. J. A. 
Wadia, a director of 13 cotton mills, stated before the Tariff Board 
in 1927, that if the directors took active part, they had to go. 

]. Report of the Textile Labour Enquiry Committee, 1938, p. 53. 

2. 'Report of Ahmedabad Millowners* Association, 1935, p. 138. 

3. For detailed discussion reference may be made to Reports of the 

Indian Industrial Commission, 1918, pp. 12-13, Indian Cotton Textile Tariff 

Board, 1927, Vol. I, pp. 85-92, 15ai, Vol, II, Evidence of Bombay, Baroda 

and Ahmedabad Millowners’ Association, Vol. IV, Indian Central Banking 

Enquiry Committee (Majority^ Report, pp. 245-250, and (Minority) Report, 

pp* 330-332, and Report of Indian Tariff Board on Cotton Industry, 1932, 
Chapter IV. 

4. Rutnagar—Bombay Industries : Cotton Mills, 1927, p. 253. 


288 


INDIAN ECONOMICS 


The development of sound relations between the industry and 
the banking system has also been hindered, for the banks lend on 

the guarantee of the managing agents and not on the intrinsic 
strength of the concern. 

Another count against the system is that the agency firms have 
too many concerns under them. In the words of the Bihar and 
Orissa Banking Enquiry Committee: “They have got too many irons 
in the vast and uproarious fire of their activities, their outlook is 
too wide and the centre of their operations too far removed and 
financial scale too large/’ Andrew Yule and Co., Calcutta, for 
example, manages 54 concerns. 

In the hands of unscrupulous agents, the system has led to 
gross abuses like receiving secret and illicit commissions, embezzle¬ 
ment, deliberately bolstering up the share values and then un¬ 
loading at the top level compelling the market ‘ to hold the baby,” 
callous disregard of the interests of the company and hundred and 
one yvays of exploiting the ignorant and the unwary investor. Here 
is a strong indictment : * ‘They speculated in the shares of the 
company; losing contracts were openly passed on to the mills. 
Cotton was purchased by agents whose honesty was more than 
doubtful; coal purchased was defective in weight and quality and 
cotton was manufactured by machinery that was loaded with surrep¬ 
titious commission. The factory pay-sheet was charged with 
useless or fictitious employees. Every canon of honest trading and 
manufacturing seemed to have turned upside down and the whole, 
when considered together, gave one the impression that the industry 
existed for no other purpose than to support a gigantic system of 
swindling. 01 This is no doubt very strong language and a bit 
exaggerated, yet the managing agency system cannot be exonerat¬ 
ed of some of the charges mentioned above. 

Benefits But there are also certain advantages which can be 
claimed for the managing agency system The good managing 
agents, who have zealously guarded. their reputation for integrity 
and fair dealings and whose competence to manage the concern is 
unquestioned, have made this system yield the best of results. In 
particular, they have made the advantages of integration available 
to the various concerns under them. Various economies, internal 
and external, have been realized, because one agency se a goo s 
and buys materials, machinery and mill stores on behalf of a number 
of concert s and one office manages them. Financial co-operation 
among various concerns has been rendered possible, for t e P 
funds of one concern are lent out to another which may e m n 

The managing agency syetem combine, the ° f » 

nartnerehip with those of the joint stock organization. The keen 

a ssarrisa ■srtftas'e'rsn- 

TS& tsr zs tx * 

1. ibid—pp. 50-51. 
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relinquish their commission in hard tiir es. By their timely finan¬ 
cial aid they have in many cases prevented the ruin of industrial 
concerns and brought them to a profitable stage. Although, as r, 
Manu t'ubedar remarks, "whereas the weaker and the less desira le 
side is inherent in the system/ 1 yet it has also large potentialities 

for good. 

In conclusion, we may agree with the view of the Industrial 
Commission that the system has a far greater list, of successes to its 
credit than can be shown by ordinary company management under 
individual managing directors. All the same it must Ve said that 
the system is very expensive and the Indian industry can ill-aff* rd 
to bear its cost. Not many managing agents can claim princely 
salaries as the minimum amount of commisjion guaranteed to them. 
As the concern becomes well established and the period of risk is 
over, the remuneration of the managing agents may well be scaled 

down. 

It may be suggested that the managing agents should 
introduce internal reforms, apply the principles of scientific manage¬ 
ment to office organization, acquire technical knowledge and ad¬ 
ministrative ability, cultivate a sense of responsibility, public spirit 
and scrupulous regard for the concern they manage and should 
discard gefc-rich.quick methods. They should explore new avenues 
of industrial development and pioneer new concerns. Those who 
are conservative and are reluctant to launch new ventures should 
have really no place. 

Several improvements have been effected by the Indian Com¬ 
panies Amendment Aot (1936) which has been called the Magna 
Carta of Indian shareholders. Their term is now fixed for 10 years, 
but can be renewed. T^ey can be removed earlier if convicted of 
certain offences or if adjudged insolvent. Their remuneration is 
fixed as a percentage of net profits subject to a fixed minimum, 
though the terms can he varied hy the shareholders. Funds of o* e 
company cannot he utilized in another and the managing agents 
cannot carry on any competitive hus ; resR on their own account. 
Loans to them are forbidden fxcspt on current account The 
number of their nominees of the board of directors is fixed at one- 
third. 

This is undoubtedly a great improvement. Bat the managing 
agents can still act on behalf of several sim lar corcerns and th^ir 
interest in all may not coinc’de. As purchasers of the goods of 
and sellers to another company, they can still make illicit gains 

The fact is that ro law can safeguard the interest of individuals 
when they themselves are not vigilant enough. Our shareholders 
are ignorant, indifferent and lack corporate spirit and that vigil nee 

which alone can fnsure success to a democratic institution like the 
joint stock organization. 

14. Means and Methods of Industrial Advance. We entered 
into the industrial race a little less tbap a century ago and yet 
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there is 1 tile Indication of the increased tempo of Industrialization. 
Industrialization in India has teen very tardy, uneven and un¬ 
balanced. Some of our highly developed industries have been till 
recently in a chaotic and depressed state. The following measures 
may be suggest! d to accelerate industrial development in the 
country :— 


(1) Protection as a means of Industrial Development . One of 
the ccmn on mtans adopted for the development of industries is 
the protective tariff. American industry developed under the 
shelter of high tariff walls and so did the German and the Japanese. 
We adopted the policy oi discriminating protection in 1922 but a 
reorientation of that policy is essential to enable the country to 
reach the goal at the desirable speed. We discuss this policy in 
Chapter on Fiscal Policy. 

(2) Scientific Management . It is necessary that our industri¬ 
alists, on their part, give up the meth( ds of ‘trial and error’ and 
adopt scientific wa^ s. I he principles of scientific management, as 
the term is n< w understood, are applied to the location and orga- 
nization of factories and offices, to the selection, training and orga¬ 
nization of the personnel, to the utilization of the best possible 
methods and equipmert so as to achieve the maximum possible 
efficiency of every part of the industrial machine at the lowest cost 


possil le. , 

(3) Rationalization 1 The term rationalization is generally 

applied to the reoiganization of industry. It involves amalgama¬ 
tion, integration and modernization with the 0 ‘ ject of eliminating 
waste o’l every kind, particularly waste of material, waste of labour 
8Dd waste of mechanical power. In a rationalized industry, the most 
efficient and the best located works are extended and further im¬ 
proved. It seeks to bring the isolated, unco ordinated, self-control¬ 
led and sc lf-coi.t steed units in the industry to the path of oo opera¬ 
tion in the intere t of the industry as a whole. T he industrialists 
an expected to cultivate a new spirit and a fresh vision, so that a 
new sense rf respe nsilihty and public service emerges. Such a 
movement was very wide spread in the inter-war period Germany 
Japan, Engla. d ami America. It baa been called a New Industrial 

Revolution^ ^ ^ indu8try presents 

rba“tic condition In ea< h industry there exists a multiplicity of 

units highly indiv duaPbt c in outlook and unwilling to oo-operat 

-V o/inJontry - 

bring out v I at It dia is capable of._____ 

Ol II»* 1 ---. • I. n t.ni, v»il. Li 


found in Urwick— M> an.ng ol Rationalization, Appena.x ?? 
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Planned economy has been defined as a scheme of 

organization in which individual and separate plants, enterprises 
and industries are treated as co-ordinate units of one sing e > ^ 

for the purpose of utilizing all available resources to ac 
maximum satisfaction of the people’s needs wi-bin a g‘ven time 
Wnat scientific management does for a particular uuit o. industry 

tStotion for all the am*, la the mda.try. mau.tnal 

planning should do for aU the industries put together. 

We are living in a world which is technically, politically and 

economically different from what it ever was. Ecouomio equilibria 
fwnnot be attained by the automatic functioning of the do nand- 
and supply factors, for free ana unplanned activities of a multitude 
of individuals naving an imparted Knowledge ot each a .er are 
bound to produoe disequilibria. As Sir William Beveridge remarks, 
«?t is no more likely that the individualistic growth of many small 
separate businesses will produoe an industry laid out ou the lines of 
maximum overall efficieucy, than it is likely that the disorderly, 

uuooutrofied activities ot innumeraole small property owners ana 

builders wdl produoe a planned town without needless corners 
duplicate streets and traffic congestions .” 2 We mu-t not permit 

eaoh industry to be a law unto itseil aud we must sujjeot them to 
a common control. 

It is not, however, proposed that private ownership and a 
reasonable private control should disappear and toat me State 
should take over the management of industry. But under the 
planned economic system, the State control, regulation aud super- 
vision will have to be much more close and far-reaohing to ensure 
the all-round development of industries. Wo must, on the one 
hand, steer olear of uncontrolled and uncoordinated capitalism with 
its production stimulated to the extreme by its motive loroe ot uu- 
hampered individual interest but with ns hopelessly inefficient 
system of distribution and, on the other, of socialism with its 
distributive justice but production handicapped by the iaok ol 
individual initiative and enterprise. 

The National Planning Committee whioh was appointed several 
years back under Pandit Nehru's presidentship has now suomitted 
reports by its various sub-oomanttees. These co umittees have 
done a good deal of exploratory work. It is now time to evolve 
a practical plan and create machinery for executing it. We diacuss 
some plans in the Chapter on Post-war Kecomaruotion. 

(5) Some Other Aide. The ohief handicaps under which our 
industries are labouring are the inadequacy of otpitai and or d t 
facilities, lack of enterprise and industrial experience, inadequate 
kno wledge of our resources, lack of organized co-operative effort, 
the absence of driving and directing force from the Stale. All these 
problems must be carefully studied and boldly tackled. 

1. Lewie Low»n quoted by George Frederick m his ‘ Heading* iQ J3oono 
min PI .nniag, 9 ' p. 135. 

f. Vtd* AKan—British Industrie* and their 19$$, p, $ 97 * * 
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We must turn to the improvement of the main requisites of 
industrial development, viz., men, money, material, market, motive 
power, eto. Out of our human material we must produce, through 
scientific training and technical and general education, captains of 

industry, efficient managers and highly skilled, healthy, resourceful, 
intelligent and responsible workers. 

Capital resources of the country must be effectively mobilized 
by means of an efficient system of banking. 

The quality and quantity of our raw materials must be im¬ 
proved through the development of agriculture on modern soientifio 
lines. 

Our marktts must be reserved for our own goods and market¬ 
ing organization must be improved and ma le more effioient. Fur¬ 
ther, the bydro-eleo.rio resources of the oouatry should be fully 
tapped so tnat energy at oneap rates is made available to our 
industries. 

Improvement of the means of communication and transporta¬ 
tion, sympathetic stores purchases and railway rates polioy, pro¬ 
vision ot industrial education and research, collection and dissemina¬ 
tion of industrial intelligence and suitable machinery for explo¬ 
ring m ustrial possi ulities and doing the neoessary preliminary 
prospecting work, are some of the other essentials wniod need care 
iul attention. 

In all these things the State has to do a good deal. We must, 
therefore, now turn to the role that the State can play in the in¬ 
dustrial development of the oountry. 

15. State and Industry.—A brief survey of the development 
of the State polioy in India towards industries may not be out of 
plaoe. We have already seen that Indian Prinoes in the past had 
aouvely interested themselves in the fostering of iniustries. The 
East India Company, too, in the beginning, aotuated by oommeroial 
motives, stimulated aui euoouragel the development of oerbain 
manufactures. But pressure from England brought about a ohange 
in tbeir polioy and they began to take more interest in the 
growth and export of raw material-*, and sometimes even positively 
d scouraged the manufacturing of arbioles in India. 

When the Government of India changed from the Company 
. tbe crown it did not involve any great ohange in the polioy of 
the State towards industry. The Indian Government and the , iq- 
A viduat Indian administrators seemed to be strongly in the grip 
fthe laisaez-Jaire doctrine. Aocording to this doctrine, the State 

t “stand out of the sunshine, its ohief funotiou being to keep 

arena clear for competition. To regulate industry was perui- 
n.ous to assist it was futile and to participate in it wasi waste 
of oublio money." This polioy, in the main, continued tall the 

outbreak °f WorJd War J. . VT « .w « / 
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But certain provincial Governments, notably the Madras Gov* 
eminent, on their own initiative adopted a bit forward policy. The 
fir^t Department of Industries in an Indian province was establish* 
ed in v.adras in 1^06. fcir Alfred Chatterton, in 'he employ of 
the Madras (Jovernment, took an act*ve interest in the develop* 
nifnt of aluminium and leather tanning industries. But .Lord 
M or ley in a dispatch in 1910 throw cold water over these activi* 
ties and oonsideraoly damped this enthusiasm. He laid it down 
that the Government was not o go be\oad imparting knowledge in 
improved mefcuod- as rev* aled oy science and .European practice. 
It was not the bu-iness of the Government, according to him, to 
demonstrate the commercial possibilities of such methods. Lord 
Crew, his successor, was prepared to modify this policy a 
little, but the Government could not recover from the previous 
set* back 

The outbreak of World War I, however, brought about a 
change in this policy. To develop Indian manufactures for the 
successful prosecution of the war became imoerative. The Indian 
Industrial Commission was appointed in 1916 which carried on a 
comprehensive survey of Indian resources and industries and it 
recommended that the Government should play an active part in 
the development of industries. The Indian Munition Board was 
setup in 1917 whose activities made quite a valuable oontriou* 
tion to the development of Indian industries. By bringing to the 
notice of Indian manufacturers the new opportunities created 
by the war, it led to the development of several new branches in 
Indian industry. Besides, the Government, during the war, 
undertook considerable manufacturing activity on its own account. 

After World War I, the Government came to play a more ao. 
tive part in the industrial sphere. The Mentague-Ohelmstord report 
laid down “that the Government must admit and shoulder its 
responsibility for furthering industrial development of the oountrv.” 
The Iadi n Stores Purohase Department was created in 192*1. 
As recommended by the Ifisoal Commission, the Government beoame 

definitely committed to the policy of protection for helping Indian 
industries. 


16. The New Industrial Policy. The new industrial polioy of 
the Government of India was announced on April 6, 1948 in the 
Dominion Parliament by Dr. Syarna Prasad Mookerjeo, Minister 
for Industry and Supply. The main points in this polioy are 

v (a) The Government of India consider that labour’s share of 

profits should be on a sliding scale, normally varying with pro- 
duction. They propose to establish machinery to advise on fair 
wages, fair return for capital and better conditions of labour. 

(6) Industries have been roughly divided into four cate, 
gories :— 


A U* 


$ Exclusive Government monopoly : the mamfeetoce of 
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and ammunition, the production and control of atomic energy and 
the ownership and management of railway transport. 

(»») Government-controlled sphere where the State may Beek 
the oo operation of private enterprise : e g., ooal, iron and steel, air- 
oraft manutacture, ship-building, manufacture of telephone, telegraph 
and wireless apparatus, excluding radio receiving sets and mineral 
oils. The existing undertakings in these fields will be allowed 
to develop for a period of ten years. Management of State enter¬ 
prises will be generally through puolio corporations. In pursuance 
of this polioy the Government proposes to take up five big projects 
costing Rs. 200-300 orores, viz., a machine-tool faotory, a oable- 
making factory, a raido apparatus and radar-making faotory, a 
ste l faotory and one oonueoted with industrial maohine manufac¬ 
turing industry. 

(m) Suojeot to State regulation and control : Salt, automobiles 
and traotors, prime movers, eleotrio engineering maohine tools, 
heavy ohemioals and fertilizers and pharmaoeu deals and drugs, 
eleotro-ohemioal industries, non-ferrous metal, ruboer manufactures, 
power and industrial alcohol, cotton and woollen textiles, oement, 
sugar, paper, newsprint, air and sea transport, minerals and 
industries related to defenoe. 

(tv) Sphere of private enterprise subjeot to the general oontrol 
of the Sttte. Industries in this oategjry have not been mentioned 
in the polioy statement. 

(c) As regards foreign capital as a rule the major interest in 
owneifehip and effective control will be in Indian hands but power 
will be taken to deal with exceptional cases. In all cases, however, 
the training of suitable Indian personnel for the purpose of event¬ 
ually replacing foreign experts will be insisted upon. 

(d) As for the cottage and small-soale in lustries’ the Govern* 
ment reoognize that they have a very important role in national 
economy, offering as the/ do, soope for individual, village or 
^operative enterprise, and means for the rehabilitation of displac¬ 
ed persous. These industries are particularly suited for the better 
utilization of looal resources and tor tne achievement of looal self- 
■utfioienoy in respeot of oertain types of essential consumer goods. 
The development of these industries falls in the provincial sphere. 
But the Central Government will undertake to investigate how 
far and in what manner tuese industries can be co-ordinated and 
integrated with large-soale industries e. g., how the textile mill 
industry can be made complementary to, rather than competitive 

with, the handloom industry. 

(e) To improve industrial housing, a soheme for the construc¬ 
tion of one million workers’ houses in ten years is under oon- 

temptation* 

(f\ The tariff polioy of the Government will be designed to 
ttt^ foreign competition and to promote the utilisation 
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of India’p resources without imposing unjustifiable burden on the 
consumer. 

(i g) The system of taxation will be reviewed and readjusted 
where necessary to encourage saving and productive investment and 
to prevent undue concentration of wealth in the hands of a small 
section of the population. In October, 1943, the Government 
announced these concessions to industry : (*) Liberalizing of de¬ 
precation allowances ; lit) exemption from income tax of profits 
of new industries for 5 years up to a limit of 6% on capital; (Hi) 
reduction of import duty on plant and machinery from 10 to 
5% ; lie) Reduction in export duty on cloth from 25 to 10 %; and (») 
abolition of import du*y on Industrial raw materials. 

It is recognized that the State must play a progressive role 
in the development of industries, but ability to achieve the main 
objectives should determine the immediate extent of responsibility 
and the limits to private enterprise. At present the resources 
of the State may not permit it to function forthwith in industry 
as widely as may be desirable. To remedy the situation, among 
other things, the Government Is considering steps to create a body 
of men trained in business methods and management. In the 
meant me the State will expand its present activities wherever it 
Is already operating and by concentrating in new units of produc¬ 
tion in other fields, rather than on acquiring and running existing 

units. Private enterprise, properly directed and regulated, has a 
valuable role to play. 

. ,. In °.^® r t0 execute this new industrial policy numerous 
bodies will be set up including a National Planning Commission 

nir C «°„i lD<] Tu 68 . B ° ar ^’ a and Small-scale Industries 

Direct, rate and Housing Board. The industrial policv statement 

r? mU ” h Surt ' ri8< ' extravagant 

hopes The Government seems to have taken a middle course 

andfbe g n the ^ nationalization, on the one har d 

and the pampering of the capitalists, on the other. The Government 
policy seems to be more realistic and is aimed at increasingpro 

,nd »strial policy does not, however, seem to have 

The Government seems to have bitten more tha^it could chew 
in.rodo^ 

gulation and control” by the Central Government The^ni o’ t 

take oyer any industry or start anv one, at the same tTme moi, 

2JTS& fyss; "u Liirr in 

0t I»»» enterprises and licensing of Sinew oLi?' T& 
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licenoe may impose conditions regarding location and minimum 
standards in respeot of size, equipment and technique. Accord¬ 
ing to the rules to be framed under the Act, the Government can 
ask the industries to take steps to stimulate development, re¬ 
gulate productions, use particular r*w materials, fix standards 
of production, prohibit practices likely to reduce production, 
maintain accounts in a certain manner, submit returns, etc. These 
are wide powers «indeed and will have to teused sparingly lest 
private enterprise should be soared away. 

17. The work of the Provincial Governments in relation to 
Industry, Jn each province a “ Department of Industries * has 
been established to foster industrial development in its respective 
province. They provide technical training, and arrange for indus¬ 
trial research not only in cor nection with the existing industries 
but also those which can be brought into existence. They also 
lend financial assistance to deserving cases. They try to improve 
the marketing organization, and to act as bureaux of industrial in¬ 
formation. In their effort to improve the economic conditions of 
the province they ex*end the necessary co operation to other bene¬ 
ficent departments. Their chief functions are the following 


(i) Industrial Education. Apart from the fact that only a 
microscopic minority of the pfople in India is literate and that 
the educational facilities are inadequate, the system of education 
in India is notoriously loo literarv and aoaderaic ard entirely un¬ 
related to real life If the Indian workers are unorganized, un¬ 
reliable, inefficient and wholly lacking in ambition, it is the lack 
of education or faulty system of education which is mainly res¬ 
ponsible. The Indian Industrial Commission recommended the 
establishment of craft schools, training of foremen in the works and 
in some oases attaching technical schools w'tb workshops, giving 
financial aid to the employes who provided education for their 
employees and starting primary schools for artisans with an. in¬ 
dustrial bias. Recently a committee with Dr Zakir Hussain as 
its president, appointed by the Wardha Education Conference held 
in 1937, recommended the imparting of instruction through a 9 J? 
craft and thus sought to rectifv tb*too academic character ot our 
education. Messrs. Abbot and Word, two educational experts 
from England, who visited Tndia in 1<130, emph«8,zed the impor- 

tance of the train'ng of supervisory grade of workers The 
recommended co-operation between trade and industry on to 
one hand and educational institutions on the other. 

Row in everv province technical institutions have been ^ 

lished such as theIlo(=ierv Institute at Ludhiana, East Punjab the 
Lilk Institute at Bhaealpur (Bihar) and the Cottige Industries 

cal school has in almost every district or ;industna centre^ where 

certain craft which is of importance to that locality. Some big 
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industrial concerns like the Tata Iron & Steel Company, Jamshed- 
pur, have set up technical institutes of their own. 

But facilities for technical education provided in India cannot 
be regarded as adequate either as regards quantity or quality. 
There is very little correlation between requirements of industry 

and the type of training imparted. People who are experts in the 
factory work lack education and the young men trained in the 
technical institutions are found wanting when they enter a factory. 
We want technical schools for the training of ordinary workers, 
higher technical education for the training of foremen, and oom- 
mercial colleges for the training of managers. 

(ii) Industrial Research. The importance of research for the 
development of Indian industries can hardly be exaggerated. We 
have made some belated attempts in this direction. Each major 
industry, as we have- already noticed, has its separate research 
organization. Research laboratories have also been set up by the 
Departments of Industries in all provinces. As the result of deli" 
berations of the Fifth Industries Conference, a central organ zation, 
the IndustrialjResearch Bureau, was created in 19 J5 with an advisory 
body called the Industrial Research Counoil. It supplies industrial 
information, co-operates with the industri s in research work and 
publishes a bulletin giving information useful to the industries. In 
order to meet the requirements of the late war a speedy develop¬ 
ment of all potential industrial resources of India was felt to bo 
necessary. This led to thd appointment of a new body, the Board 
of Scientific and Industrial Research, with which was associated the 
representatives of the major Indian industries. It has already done 
muoh useful work and suggested several new lines of manufacture, 
e.g.\ chemicals, oils, etc. But our expenditure on industrial research, 
is too little to meet adequately the requirements of industry. In 
America private industrialists slone spend $ 30 000,000 on research. 
The total cost of research in America is said to amount to l/6tb of 
the total national income. 

(iii) Industrial Intelligence. Besides the Department of Com¬ 
mercial Intelligence and Statistics under the Central Government, 
each provincial Department of Industries maintains an intelligence 
branch for the collection and dissemination of industrial intelligence 
and information. Anybody who wants to start an industry can 
seek the assistance of this organization. But if it is to be of any 
use, the information must be complete and up to date. Only a 
body of experts which continuously functions can supply suoh 
information. The industrialists, in general, do not feel that the 
Department is properly equipped for the purpose. 

(iv) Financial and bther aids like holding of Exhibitions and 
opening of Emporiums uni Depots , etc. We have already seen that 
State Aid to Industries Acts have been passed in all the provinoss, 
and financial aid is given in the form of loans or subsidies. We 
have also seen that suoh measures have not produced good results. 
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ua efJwnrV b M h -! ^ r0ViDCial Departments have been doing very 
" J 1 ™ k > but . '*• doe ® no . t go far enough. They have merely 

suffer them8elye . S to ,. tbp aidm 8 of cottage industries. They also 
suffer from certain limitations inasmuch as policies relating to 

railway rates, currency and exchange and tariffs are beyond their 

control. Any adverse decision on these matters can negative all 
efforts of provincial Governments. 

The Central Government also, in recent years, have been 
giving increasing attention to the development of' Indian industries 
especially the cottage industries. We have already seen how since 
1935 they have been giving annual recurring grants for the develop¬ 
ment of handloom, silk and woollen cottage industries Their contri¬ 
bution to industrial research has also been mentioned. Other mea¬ 
sures they took related to the setting up of Indian Sugar Committee, 
Indian Cotton Committee, Indian Jute Committee, Coal Grading 
Board, passing of Cotton Transport Act, Indian Tea Cess Act, 
Labour Laws, reduction in railway freights, etc. 

(v) The proper role of State in India . The State in India must 
pursue a policy of activism and discard passivity. Our industrial 
structure is defective in several parts The State must create 
conditions congenial enough for the industries to thrive so that 
the economic resources of the country are best made use of. The 
Government must further be equipped with personnel represent¬ 
ing the best industrial knowledge and experience available in the 
country so that it can act as a competent adviser to the industrial¬ 
ists. We must devise a machinery wh : ch can work expeditiously, 
effectively but sympathetically. People in India by tradition 
'always look to the Government to guide and direct their activities. 
The Government is the pivot for carrying out the various measures 
that we have suggested for the industrial advance of our country. 
So long as the Government does not take the lead and assure a 
fair field for industrial ventures by safeguarding them from the 
menace of foreign competition, confidence in the industrial future 
will not be created and the necessary conditions for rapid industrial 
development we are capable of and which we so badly need, will be 
lacking. 

18. The role of the State in some other countries. There 
is a growing conviction in every advanced country that voluntary 
action on the part of individuals has miserably failed to promote 
the healthy economic development of the country and that some 
positive action on the part of the State is called for. 

Japan offers the best illustration of the paternal attitude of the 
fctate in fostering industrial development of the country. The 

spectacular industrial development of Japan is chiefly due to the 

initiative and fostering care of the State. “There are few modern 
industries today that do not owe their existence to Government 

initiative.’* 1 _ _ 

1. Orchard— Japan’i Economic Position. 1930, p. 00. 
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The Government in Japan did a lot of pioneering work and 
later ohanged its role of an entrepreneur to one of the financier. 

It established and maintained model factories and sometimes parti- 
eipated in the financing of business enterprises. Other measures 
taken by it included imposition of protective duties, granting ot 
subsidies, sending students for technical training abroad, engaging 
fcreign experts and specialists, negotiating favourable commercial 
treaties and sending round experts to advi3e small factories. It 

has been truly remarked that “in Japan.modern industrialize- 

tion had the State as its god-father, if not its progenitor. 1 

Japan is not the only country where the Government has 

taken interest in fostering industrial development. In Germany 
cartelization was officially sponsored, the State,, as in the case of 
coal and potash, becoming a partner in private enterprise. There 
was in Hitler’s Germany a strong tendency to replace automaticism 
of the free market by the State regulation. About the Nazi indust¬ 
rial machine, it has been remarked that it “creaks and groans but 
nevertheless moves with surprising rapidity : nearly everybody 

grumbles, but everybody conforms.” 2 

In England, the home of laissez faire, there ha9 also been a 
swing in the economic policy of the State. She no longer adheres 
to the traditional policy of laissez faire. The mandate given to 
the Import Advisory Committee seems to establish a principle of 
an almost unlimited official intervention. Pressure has been exerted 
to effect rationalization in the iron and steel industry, sugar beet, 
cotton spinning, coal industries, etc. Industries in connection with 
synthetic dyestuffs, beet sugar, coal, oil and production and exhibi¬ 
tion of cinematograph films were brought into existence by conscious 

State aotion. 

The New Deal in America introduced extensive Governmental 
interference in the economic sphere. 
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CHAPTER XX 

• ^ 

INDUSTRIAL LABOUR 

* • 

1. Growing Importance of Industrial Labour in India. The 

ris6 of the wag© earning class in India has been very slow. 
Predominance of agriculture and atiachment to land, the existence of - 
joint-family system and the absence of successful industrial careers are 
fome of the causes which prevented the rise of the industrial labour 
in India. Demand for Indian labour for Colonies and for plantations 
did raise some labour problems. But it was after the first World War 
that the Indian labour became conscious of its strength and rights. 
The influence of the International Labour Organisation also tended in 
the sane direction. The appointment of the Royal Commission 
on Labour and the advent of Congress Ministries with a definite 
bias for labour welfare have aroused a general interest in labour in 
recent years. The Labour Commission gave impetus to labour legisla¬ 
tion and brought the labour problems to the forefront. Industrial 
labour in India is now a force to be reokoned with. 

2. Sources of Labour Supply and Methods of Recruitment. 

Ther= was a time when there was a chronio shortage of labour in 
India. In view of ti e large and increasing population of India 
shortage was anomalous. This scarcity was due to laok of training 
facilities, absence of suitable recruiting agencies, laok of knowledge, 
undeveloped means of communication, low wages, high cost of living, 
bad housing condition?, trying conditions ia the factories and preva¬ 
lence of frequent epidemics. Although conditions in these respects 
are not even now completely satisfactory, yet a marked improvement 
has been made, with the result that no industry now experiences 

any shortage. 

With the exception of Bombay, Calcutta, and Jamshedpur, 
all other industrial centres draw their labour supply from the 
surrounding areas, e g., at Ahmedabad 85 per oent of the labour 
supply may be called local. Kanpur also depends for labour supply 
on its immediate neighbourhood. For Bombay the reoruiting areas 
are in the Ratnagiri Distriot, and the nearby Deooan districts. 
Most'of the labour supply for Caloutta hails from outside a radius 
of 250 miles, especially from Bihar, the C. P., the U.P., and Madras. 
Jamshedpur draws its labour supply from all over India. 

Reoruitment, till reoently, was done through intermediaries 
sailed jobbers, mukaidams, sirdars or mistries. Although primarily 
a chargeman entrusted with the work of supervising labour, the 
jobber oooupies a position of muoh greater importance. For 
technical training, transfer to a better job, promotion and aid m 
private and domestic matters, the worker oomea to lean on him 

too 
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and is often completely at his mercy. Virtually he has been the 
ear and the voioe of the mill manager. But the position is now 
somewhat changed. Larger and more progressive mills have now 
appointed labour officers to look after labour and have begun direot 
recruitment, though in the majority of the concerns the old method 
ts still prevalent. Instead of being recruited in the village, labour 
is now recruited at the factory gate. But in view of the intermit¬ 
tent and fluctuating character of labour foroe, it is difficult to 
establish a permanent and living contact between the management 
and labour. Therefore the jobbers still oontinue tor wield an in¬ 
fluence which cannot be called inconsiderable and bis grip over the 
worker continues to be strong. 

3. Labour Efficiency in India. The human faotor is very 
important in industry, as in any other sphere of economio life. 
Industrial progress depends, in a very large measure, on the 
efficiency of industrial labour. In this respect India does not seem 

to be happily placed. 

Attempts have been made by some to represent relative 
inefficiency of Indian labour in terms of output or number of hands 
employed per unit of machinery. It is pointed out that an 
operative looks after 240 spindles in Japan, 640 to 600 in England 
and 1,120 in the U.S.A. but only 180 in India. Again, a weaver in 
India, it is said, attends to two looms, in U. K , to 4—6 and in ths 
U.S.A. 9. Sir Alexander McRobert opined before the Industrial 
Commission that an English worker was 3*5 or even four times as 
efficient as an Indian worker. According to Sir Clement Simpson's 
calculations, 2*66 workers in a cotton spinning and weaving mill in 
India are equivalent to one operative in Lancashire. 

But suoh statements do not refleot on any innate inferiority of 
the Indian worker. More workers are employed in India per unit 
of machinery, because labour is cheap and machinery is dear and 
less output per worker is often due to the use of bad material, out- 
of-date machinery, bad control and defective management. There¬ 
fore, we oannot subscribe to these pseudo mathematical representa¬ 
tions of the relative efficiency or inefficiency of Indian labour. But 
it cannot be denied at the same time that even after making 
allowance for all factors, the faot remains that Indian labour is less 
efficient as compared with, say, British or Japanese labour. There¬ 
fore in India while wages are low, labour is dear. 

4. Indian Labour is Less Efficient because of conditions. 

There are several factors, for most of which the worker himself 
can hardly be blamed, which are responsible for lower efficiency of 
Indian labour. Apart from th9 enervating Indian climate, poor 
physique, illiteracy and lack of technical training and less 
disciplined character, the following are the main faotors whioh 
lower the efficiency of Indian faotory worker •— 

(1) Migratory Character. Unlike in the West, where faotory 
population is permanent, Indian labourers are mostly migrants 
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from the villages. They leave the villages to esoape from destitu¬ 
tion and from numerous social disabilities, or penalties for offences 
against the village moral code, ot from the money-lender. It may 
also be that they leave their villages to improve their economic 
condition with a view to purchasing land or other property. The 
excessive pressure on land, the decay of village crafts and better 
opportunities in the city drive the people from the villages to the 
factory areas. 

But they do not permanently sever their connections with the 
village, because, as the Labour Commission remarks, the driving 
force comes from one end of the channel only, i.e., the village end. 
‘‘They are pushed and not pulled to the city." Strange and novel 
environments of the city, its insanitary : conditions, high cost of 
living and lack of employment for the whole family compel them 
to leave their families in the village to which they desire to return 


sooner or later. 

The migratory character affects efficiency. The worker does 
not feel quite at home in the artificial city life. The strange 
environments subject him to severe strain, and he becomes a victim 
to sickness and disease. The fatigued body and over-stimulated 
mind find dangerous relief in alcohol and gambling. Discipline, 
long hours of work in a factory to which he is not used, home-sick¬ 
ness and mental depression—all adversely affect his capacity for, and 

interest in, his work. 

There is, however, the other side too. The villager brings to 
the factory better physique, and a combination of rural and urban 
life widens his outlook. The periodical visits to the village consti¬ 
tute a nice and cheap holiday which improves his health. Besides, 
he becomes an instrument ior the diffusion of knowledge in the 
village and thus quickens the mind and enlarges the outlook of the 
people of his village. The village offers a safe and comfortable 
asylum in sickness, strikes and lock-outs, in old age and in 
maternity. For all tbeee reasons the connection with the village, 
according to the Labour Commission, is an asset of incalculable value. 
On the whole, therefore, the migratory character of Indian labour is 

not a cause of his relative inefficiency. 

(21 Lew Wages. Efficiency Of labour depends upon nourishing 
diet proper housing and other amenities. But the wages in India 
are'too low to purchase these. For the paltry sum that a worker in 
India gets he cannot be expected to put in his best and his 

efficiency must be low. 

(3) Low Standard of Living. It follows from low wages that 
♦V. otandard of living of the Indian worker must be very low. 

Inadequate and unbalanced diet, a dirty hovel to live in shabby 

I , -JLffieient clothing to cover his limbs, and complete absence of 
* iTture on medical aid, education and recreation mu.t aSeot 
m P health and efficiency. Tbs Indian worker's diet compares 

Snfavoumbly eeen wilh that of the prisoners. A large part of 
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tbe worker’s monthly income »»w»p°» r 7 “a “nbling 

worker «o rn^min til“f ?n reasonable standard. No wonder 
that his efficiency is low. 

Tnna Hours and Trying Factory Conditions. A worker who 

(4) Lon Qj*°urs a a yjt in the hot summer days or in 

has to work for ted a nd 'ill- ventilated factory under an 

severe winter in a congemeu u est He cannot be 

unsympathetic manager^ - C a a “ omp ^ led t0 . re9t an 'd look round a 

little to get some relief which he so badly needs. Factory ^viron- 
ments represent a marked contrast to his nat.ve environments. 

efficiency must naturally suffer. 

(5) Unsatisfactory Housing. A further cause of industrial ineffi¬ 
ciency is the * appall i ng condition in which the workers are housed. 

Insufficient accommodation, the dark and stuffy o{ fch « 

tenements and their squabd surroundings are the chief features of a 
working class colony. Single-room tenements seem to be the r^e 
and most of them are not fit for human habitation. They 
to be "cold in winter, hot in summer and wet in rams. - 

Many iute mills in Calcutta and cotton mills in Bombay provide 
quarters for a fair proportion of their employees, but majority of V 10 
textile workers are still unsatisfactorilv housed. In other industries 
conditions are a little better. Most of the sugar mill employees are 

lodged in mill quarters in open surroundings. Coal mines in-Jharm 

and Bihar have provided good sanitary quarters of approved designs. 
The housing arrangements at Jamshedpur by the Tatas and at 
Nagpur by the Empress Mills are very good. The former has built 
a garden city of 8,000 houses, and the latter has laid out a model 
village with all the necessary amenities In both cases the employees 
are encouraged by loans given on liberal terms repayable in easy 
instalments to build houses for themselves. Further, slum clearance 
programmes have been.undertakeu by the municipalities in Calcutta, 
Bombay, Madras and Kanpur. The Bombay Government has 
completed nearly one-third of its gigantic programme of building 
625 chawls with 50,000 tenements. Several provincial Governments 
have under their consideration housing schemes to clear the slums. 

But it is a big problem, and no early and easy solution may 
be expected. Reports of Health Departments in the principal 
industrial areas still sadly reflect on the dirt, dust and congestion 
of the workers’ colonies. In these ciroumstances Indian labourer 
must continue to show a lower degree of efficiency. The problem 
of improved housing is now receiving the attention ofjtho Govern¬ 
ment of India who have Bet up a committee to examine the whole 
s abject. 

(6) Absenteeism. There is a high turnover of labour in Indian 
factories. It is considered that a worker availed himself of 2-3 days’ 
holiday in a month and 3-7 weeks in a year. It necessitates the 
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employment of reserve with additional costs to the conoern. In 
recent years political and communal disturbances and strikes have 
"r d absenteeism. Receipt of a big bonus would send large 

of workers to villages to enjoy a spell of idleness or to 
escape from the discomforts of the city. 

(7) Indebtedness. Being in debt has an adverse psychological 
effect on the worker and impairs efficiency. The usual rato of 
interest vanes from 75 to 150%. Once in debt,, therefore, it is 
impossible for a worker to extricate himself. An inquiry in Madras 

8 owed .that of 800 workers all but 13 were in debt on an average 
of about 6 months* wages. 1 

Other factors responsible for relative inefficiency of Indian labour 
are the defective and inexperienced management, use of bad mach¬ 
inery and materials and weak labour organization. In the words 
Dr. Vera Anstey : “When it is realized that the labourer who 
is obliged to live in such uncongenial, unhealthy and soul-destroying 
surroundings, is in any oase illiterate, superstitious and untrained, 
is it to be expected—entirely without prejudice to his mental abili¬ 
ties—that at any wage, however low, his services can be really 
cheap! 3 

In order to improve efficiency, it will be necessary to adopt a 
comprehensive programme of labour uplift. Greater diffusion of 
technical and general education, raising of wages to a reasonable 
level, reduction of hours, improved housing and other improvements 
in working conditions are bound to affeot favourably the efficiency 
of the workers. But, above all, a radical change in our ideals is 
necessary. So long as a worker suffers from a sense of insecurity 
and fear of unemployment, and so long as he feels that he is 
woiking for others, bis efficiency cannot rise to the highest, pitoh 
possible and he will try to do the least and get the most out of his 
work. He must, on the other hand, be made to feel that his work 
fulfils a social purpose and he must be guaranteed complete security 
from want and fear. Thus alone oan the worker develop the right 

morale. 

5. Labour Welfare Work. In the past a few enlightened 
employers, missionary societies like the Y.M.C.A. and sooial organi¬ 
sations like Bombay Social Service League, Seva Sadan Society, 
etc., interested themselves in promoting labour welfare. Labour 
organizations, too, have been taking keen interest now in this direo- 
lion. It is now recognized that labour welfare work is not to 
be carried on purely on humanitarian grounds but also for economic 
reasons, inasmuoh as it has a direot bearing on labour efficiency. It 
also gives labour an added sense of dignity and responsibility. Since 
the advent of provincial autonomy the Governments in provinces 
became more aotively interested In this type of work. Welfare 
oentres have been established in the important industrial towns of 

1. Jhiva Rao—The Industriaf^orker in India, 1939, pp. 1331 36. 

*. v<m Bottoomla Development of India, 1936, p. 830. 
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the count., like Bomb., Calcutta Ma4r«, f 
The Central Government has also appointed 

Welf “llufthe labour welfare items may be mentioned educalional 
esse., circulating libraries, Moor and outdoor *« 

ties like games, sports, dramatic 1^— med ical „ idi 
It ctures, cinema shows, radl ° 3 ’ i d tri ^i training workshop has 

especially inThe medical anTeducational"s P her°eMhe Tata Iron and 

IHLfcs z 

deserve special mention, 

6 Labour Legislation. Since the advent of modern industry, 
the employes were free for a generation to use their labour in anv 
manner 5 they liked unhampered by any factory law. The result 
was that the hours were inordinately kng. Labour especially 
women and children, was exploited. The conditions in the factories 
were inhuman and intolerable. For injuries received in the factory 
which the unfenced machinery freely inflicted, the worker did not 


re cciv© any compensation. 

Factory Act (1881). The heart-rending conditions of the 
workers awakened the sympathies of some public spirited men in 
India. The Lancashire manufacturers also pressed for factory 
legislation in India, because they thought the absence of it placed 
the Indian manufacturers at an advantage. A Factory Commission 
was appointed In 1875 which led to the passing of the first Factory 
Act in 1881. Under this Act the children got a limited protec- 
tion. But the adult labour continued to suffer. No child was to be 
employed below the age of seven and the number of hours for them 
were fixed at nine. There was a provision for four holidays in a 
month and proper rest intervals. Fencing of dangerous machinery 
was not provided nor the reporting of accidents. Tn the absence 
of proper factory inspection the Act remained almost a dead letter. 

Factory Act (1891). The Act naturally did not satisfy the 
workers or their sympathizers. The adult workers had to work 
from sunrise to sunset even on Sundays, and the holidays were 
devoted to the cleaning of machinery. They did not get any time 
even for meals. Another Factory Commission was appointed in 
1890 and, on their recommendations, the second Factory Act was 
passed in 1891. According to this Act, the minimum age for em¬ 
ployment of children was raised to nine, and hours of work for those 
between the ages of nine and fourteen were reduced to seven. No 
womanf was to work between 8 p.m. and 5 a.m. and the maximum 
number of hours for them were fixed at 11 with an interval of 

hours. Other provisions were : half an hour’s compulsory rest 
daily and a weekly holiday. The Act applied to factories employ¬ 
ing 60 persons, as against 100 persons in the first Aot, and the local 
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Governments were empowered to apply it by notification *even to 
those employing 20, 

Factory Act ( 1911 ). For the next, 20 years no step forward 
was taken in the matter of factory legislation. In 1906, the Freer 
Smith Committee and in 1907 a Factory Commission inquired into 
the working conditions ; and they referred to the evasion of the 
previous factory laws. This led to the passing of the Factory Act' 
of 1911. Its principal provisions were: 12 hours the maximum 
limit for men and 6 for children, regulations to ensure safety and 
health and to make inspection more effective by providing penalties 
for breaches. 

Factory Act (1922). The first World War had awakened among 
the workers a new consciousness of their importance and solidarity. 
There was insistent demand for reduction of hours. The Faotory 
Act was amended in 1922. 

This Act applied to factories employing 20 persons, prohibited 
the employment of children under 12 and in two factories on the 
same day, fixed 6 hour day for those between 12 and 15 years of 
age, and a half-hour interval after four hours' work. It limited 
the hours of adult workers to 60 per week and 1 i per day. Women 
were not to work between 7 p. m. and 5-30 a. m. It contained 
provisions relating to compulsory rest intervals, a weekly holiday, 
measures for health and safety and for controlling excessive 
artificial humidification in the interest of worker’s health. 

Minor amendments were made by the Act9 of 1923, 1926 and 
1931 . 

Factory Act (1934). The working of the Factory Acts revealed 
their shortcomings and the labour leaders and social reformers 
agitatfd fi r bringing the factory legislation in India in line with 
that in advai c* d countries. The Royal Commission on Labour was 
appointed in 1929. It conducted a comprehensive inquiry into 
the various labour pro* lems of India. A crop of legislative measures 
nsuh<d from their recommendations. The factory legislation was 
overhaul*d by the Indian Factory Act of 1934. According to this 
Act, no child between 12 and 15 years was to work for more than 
5 hours a day and rcn-f.dult werkers between the ages of 12 
and 17 had to produce a certificate cf fitness. In the case of adult 
workers the maximum number of hours was limited to 10 per day 
or 54 in the wee k There is a provision for a weekly holiday and 
a net interval after 6 hours’ continuous work. The seasonal 
factories were permitted to work 11 hours a day or 60 hours per 
week The factories can be called upon to adopt cooling measures 
for the comfort of the workers. They have to provide 
adequate water supply, a shelter for rest, suitable rooms for women 
and children and adequate first-aid equipment The Act also limits 
overtime working and provides for extra pay for the overtime put 
, n . There are provisions for the security of factory, structure. 
Limits were imposed on the power of Local Governments in granting 

exemptions. 
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The Factories (Amendment) Act, 1944, removed some defeotB 
of the Act of 1934 aDd met some difficulties experienced in its 
administration. An amended Act passed in March (1946) reduoed 
the weekly hours of work to 64 for seasonal and 48 for perennial 

factories. 

In recent years there has been increasing tendenov on the part 
of provincial Governments to apply the provisions of the factory 
law, by notification, to all factories employing 11 or more persons 
by making registration of such factories compulsory. 

Factory Act (1948). The Factory Act of 1934 was amended in 
a comprehensive manner by the passing of the Factory Act of 1948. 
The Act of 1934 left many vital matters to the rule making 
powers of the provincial Governments. All the minimum require¬ 
ments, particularly relating to health and safety, have now been 
embodied in the Aot itself. There is a provision of a minimum 
standard of 600 cubio feet of space per worker in the case of new 
factories, effective arrangements for the supply of wholesome 
drinking water and the provision of bench rooms frthe physical 
comfort of the workers. A canteen is compulsory for a factory 
employing 250 workers or more. 

There is a provision for compulsory licensing and registration 
of factories. Previous permission has to be obtained for the 
construction and extension of any factory and specifications have „ 
to be approved. 

The daily and quarterly limits of overtime have been fixed 
and the extent of the annual leave with pay has been raised from 
10 days per year to one day for ev ery 20 days of work in the case 
of an adult and to one day for every 18 days of work in the oase 
of a child. 

The scope of the Aot has been extended to the acceding States. 
The distinction between seasonal a nd perennial factories baa been 
removed. 

It provides for employment of welfare offioers in factories 
employing 600 or more workers. 

The maximum weekly hours of work have been fixed at 48. 
No ohild oan be employed in the factory till he has completed his 
fourteenth year and hours of work for children have been reduoed 
to 4$. 

The Aot also imposes penalties on workers for breaches of the 
Aot. They oan be imprisoned if they wilfully mishandle maohinery 
and fined if they spit except in the spittoons. 

7. Legislation for the Mines. A separate set of laws was 
passed to regulate working conditions in the mines. 

The first Aot, which was passed in 1901, only contained provi. 
sions relating to safety and inspection, but was silent about the 
hours of work. 

The Aot of 1923 fixed 60 hours per week for workers above 
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ground and 64 for underground workers, but the number of daily 
hours was not limited whioh was done by the 1928 Act when a 
maximum of 12 hours per day was fixed. 

As a result of the adoption of Draft Convention in 1931 by the 
International Labour Conference and recommendations of the 
Labour Commission, the Indian Mines (Amendment) Act was 
passed in 1936. It prohibits the employment of any person in 
mines for more than six days in a week. For the workers above¬ 
ground, the maximum number of hours is 64 per week or 10 per 
day and 9 hours for those underground. No child under 15 years 
can be employed in a mine. It also provides for the recording of 
accidents necessitating absence for more than seven days. Women 
cannot be employed underground. This provision was relaxed for 
the duration of war in coal-mines due to shortage of coal. Rules 
framed in 1936, 1937 and 1939 provide for taking strong measures to 
ensure safety. Mines Boards have been set up with the object of 
regulating conditions relating to general health of the mine-workers. 

A Coal-Mines Labour Welfare Fund Aot has been passed whioh 
empowers the Central Government to levy a cess on coal from 4 as. 
to 8 as. per ton. A part of the proceeds has to be spent on workers’ 
housing. 

A Bill providing for provident fund for workers in coal-mines 
was passed in August 1948. The employers are to contribute a sum 
equal to one anna in the rupee of the basic pay of the workers. A 
similar contribution is to be made by the workers. 

8. Some other Labour Laws. Besides the laws mentioned 
above, there are several other laws relating to labour of whioh the 
following deserve speoial mention : — 

Payment o f Wages Act, 1936. Although it applies to railways 
and factories yet its operation can be extended to tramways, quarries, 
inland vessels, plantations, eto. lhe maximum wage-period has 
been fixed as one month. Concerns employing less than 1,000 
persons mu 3 t pay the wages before the expiry of the seventh day 
after the last day of the wage period, and those employing more 
than 1,000 before the tenth day after the expiry of the wage-period. 
In case of termination of services, all amounts due must be paid 
before the expiry of the second working day after suoh termination. 
The permissible deductions from pay include fines for damage or 
loss of goods expressly entrusted to the employee, payment for 
housing accommodation, recovery of advances or adjustments of 
over-payments, for income-tax, contributions to provident fund, 
postal insurance, co-operative dues, for any order of a court of law, 
eto. No deductions are permitted for damage to material in course 
of manufacture. The total amount of the fine in the wage period 
is not to exceed half an anna in the rupee and the amounts realised 
must be spent on purposes benefioial to the workers. 

Workmen’s Compensation Act. Up to 1923 an employer could 
be sued in a court of law under Fatal Aooidents Aot of 1885 in case 


/ 
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of death by accident. But the law was practically a dead letter. 
The first Compensation Act was passed in that year and it provided 
for a compensation to be paid to the employee in case the accident 
occurred during, ani in course of employment Amending Acts 

were passed in 1926, 1929, 1931 and 1933. The amount of compensa¬ 
tion in case of a fatal accident depends upon the average monthly 
wages of the deceased, and, in case of injury, on the monthly wage 
and the extent of the injury. For those getting less than Rs. 10 
p. m. the compensation in case of death is Rs 500, for permanent 
disablement it is Rs. 700, and for a temporary disablement the wage 
and a half. When the monthly wage is between Rs. 50 and Rs. 60 
the corresponding figures are 1,800, Rs. 2,520 and Rs. 15 p. m. 
respectively. The amounts of compensation for persons earning 
over Rs. 200 are Rs. 4,000, Rs. 5,000 and Rs. 30 p. m. respectively. 
In the case of minors, the compensation for death is Rs. 200, for 
permanent disability Rs. 1,200, and for temporary disablement half 
the wage. To safeguard the interests of the depeniant^ all fatal 
accidents have to be brought to the notice of the Commissioner 
and the amount of compensation has to be promptly deposited with 
him when the employer admits the liability, and in case he does not, 
the dependants are informed accordingly. The Labour Conference 
held in November 1945, decided to recommend the amendment 
of the existing legislation and make it more favourable to labour. 

Maternity Benefit Legislation. How unsympathetic the Indian 
legislators were to the cause of women can be gathered from their 
rejection in 1924 of a Maternity Benefit Bill moved by Mr. N. M. 
Joshi. After five years, however, the Bombay Government passed 
the Maternity Benefits Act which was substantially amended in 
1935. Suoh Acts have now been passed in almost all provinces 
and they apply not only to factories but also to plantations and 
mines. These Acts provide for compulsory rest and a cash benefit 
for a certain period before and after child birth, subject to the 
condition that the employee has put in service for a period varying 
from six months to a year. During the period of this cash benefit, 
the employee concerned cannot take up service elsewhere. Maternity 
benefit is included in the scheme of social insurance prepared by the 
Government of India recently. 

Plantation Labour Laws 1 . The Assam Labour and Emigration 
Act was passed in 1901. It regulated the recruitment and employ¬ 
ment of indentured labour in Assam and subjected the workers to 
penal contracts. It involved a form of slavery and was, therefore, 
an eye-sore to all self-respecting Indians. The pr.nciple of inden¬ 
tured labour was withdrawn in 1915 and penalties for breach of 
contract were done away with in 1927. In pursuance of the recom¬ 
mendations of the Royal Commission on Labour, the Tea Districts 
Emigrant Labour Act wets passed in 1932. It aims at exercising 
necessary control over reoruitment in the interests of emigrants to 
tea gardens. The emigrants have the right to be repatriated at the 

L For a history of tea plantations Jabour legislation see rf. M. Akhtar’a 

• . Emigrant Labour to Assam Tea Gardens. 1939, 
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employer's expense after the first three years of service or even 
within one year if the work is not suited to their personal capacity 
or for any other sufficient reason. Persons under 16 years unaccom¬ 
panied by their parents or guardians and a married woman without 

her husband’s consent oannot be recruited. 

■ 

Legislation Relating to Shop Assistants . It is well known that 
persons working in shops and other commercial establishments have 
to work very long hours, sometimes from dawn till late after dusk. 
While the faotory workers attracted the notice of philanthropists, 
nobody paid any attention to the miserable lot of the shop assistants 
who did not get any holiday at all or any break for rest or meals. 
Bombay was the first to pass Shops and Establishments Act which 
came into force in November, 1940. Other provinces followed suit. 
These Acts provide for a weekly closing and a weekly holiday for 
employees, the maximum daily hours, the opening and closing hours, 
remuneration for overtime, holidays with pay, etc. There are, 
however, certain variations as between one province and another. 

Labour Legislation for Transport Workers—Railway Workers. 
In 1930, Indian Railways (Amendment} Act was passed which gave 
effect to the International Labour Conventions ratified by the 
Government of India about a deoade ago with respect to railway 
employees. The Act provides for a weekly rest of full 24 hours and 
for a 60 hour week. But for the employees whose nature of work is 
intermittent, the maximum is 84 hours a week. In a case of 
emergency or exceptional pressure of work exemptions can be 
granted and in the case of the latter overtime shall be paid. 

Maritime Workers. These workers are covered by the Indian 
Merchants Shipping (Amendment) Act of 1931. According to this 
Aot, young persons below a certain minimum age cannot be employ¬ 
ed as trimmers and stokers. An indemnity has to be paid if the 
ship is lost or foundered. According to Indian Ports Aot of 1922 
and 1931, children under 12 are not to be employed to handle 
goods in ports. In oase of aooidents in loading and unloading of 
goods, the dockers are proteoted by the Indian Dook Labourers' 

Aot, 1934. 

9. Concluding Remarks on Labour Legislation. Eaoh Minis- 
try under provincial autonomy, in its zeal to improve labour con¬ 
ditions, prepared independently its own programme of labour 
legislation. It was feared that unoo-ordinated labour laws impos¬ 
ing unequal financial burdens on industry and creating different 
conditions of work in different provinces might weaken the com¬ 
petitive strength of industries in certain provinces as compared 
with others. Also, that as a result of this unequal treatment and 
conditions, industries might migrate to areas less suitable for the 
purpose simply to avoid vigorous labour laws. Uniformity in labour 

lawsis, therefore, very essential. 

Although, since the Royal Commission on Labour reported, 
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there haB been Increased legislative activity in the sphere of indus¬ 
trial labour, yet there are still important gaps which need filling up. 
The measures enacted so far cover only a small percentage of the 
total number of workers engaged in the various branches of indus¬ 
try. There is an immense number of small establishments where 
sweating labour conditions prevail and the workers there have yet 
no protection of the law. 

Besides, while every other country has adopted social security 
measures and makes provision against sickness, unemployment, 
old age, and poor relief, there is no such provision in India. Eng¬ 
land, Canada and U.S.A., have prepared tar-reaching social security 
schemes. Britain’s social security plan protecting every citizen, 
rich or poor, in sickness or health, from cradle to grave is already 
in operation. The cost is estimated at about £450 million a year. 
The U.S. scheme has been described as a ‘breath-taking’ one and 
the expenses are expected to amount to astronomical figures. It 
is necessary that some measure, however modest, of social security 
should also be provided for Indian labour. India has yet to ratify 
49 out of 63 conventions adopted by the International Labour 
Conference. 

10. Social Insurance. Almost all the advanced countries have 
provided for insurance against sickness and unemployment and have 
made arrangements for old age pensions on a contributory basis, 
worker, employer and State each contributing. But in India it 
remains still a far-off ideal in spite of the International Labour 
Conventions adopted in the matter. The matter relating to sickness 
insurance did at one time engage the attention. of the Government 
of India. But on account of practical difficulties, administrative 
and financial, it did not appear to be feasible to introduce any form 

of social insurance. Sometimes the employers put forward the plea 

that the industry cannot bear the additional oost which such 
schemes must involve and that the workers do not like to contri¬ 
bute. There is not much substance in these arguments. Such costs 

should be considered as essential costs and not “additional” 
costs and the industry must manage to bear this expense. As for the 
workers, when they come to understand such schemes, they will be 
only too glad to contribute. This would help in building up a 

permanent wage-earning class and diminish absenteeism and turn¬ 
over. Social insurance is long overdue and whatever difficulties 
have to be faced must be overcome in the name of humanity. Some 
large industrial concerns give small pensions for long and faithful 
service, but they are mostly ex gratia and cannot be claimed as a 
matter of right. Bengal is contemplating the introduction of old- 
age pensions for jute mill workers. It is hoped that such legislation 
will be undertaken on an all-India basis. The Government of India 
have new prepared a scheme of social insurance and obtained for 

Labour Office he a68iStaDCe ° f lW ° 6xperta from the International 

Ti n i 1 * Em Pj°yee 8 ’ State Insurance. Employees' State Insurance 
Bill was passed by the Dominion Parliament in its budget session 
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held in 1948. The Bill provides for sickness, maternity and accident 
benefits for all workers employed in factories. The Government 
have, however, been empowered to extend the scheme to other 
establishments, industrial, commercial, agricultural or otherwise. 

Before a worker could qualify himself for sickness benefit, it has 
been provided that contributions should be paid for a period of 
six months and that in return for such contributions the workers 
would he entitled to benefits in a subsequent period of six months. 
The minimum number of weekly contributions that must have 
been paid by the workers has been fixed at 12. 

The number of contributions with regard to maternity benefits 
is also 12. Tbe maternity benefit per day is 14 annas. 

The contributions are payable not only in respect of weeks 
during which tbe employee rendered service and received wages 
but alBO in respect of weeks during which he was on authorized 
leave or was unable to work because of a lock-out or legal strike 
with the further qualification that in respect of legal strike, con¬ 
tribution would be payable only if wages were paid either in part 
or in full. The employee’s contribution would be recovered onty 
from the wages due for the period to which the contribution related. 

The workers with a monthly income of Bs. 260 and below 
would all receive approximately seven- twelfths of their monthly 
earnings by way of sickness or disablement benefit. 

In regard to medical care and attendance to families of insured 
persons, it has been provided that if a provincial Government was 
in a nosition to provide for medical care and treatment not only 

for the insured worker but also for his family and if the corporation 

was in a position to bear the extra expenditure, then the benefit 

maxin um period for which sickness benefit is payable has been 
prescribed as eight weeks in a year. But as soon as circumstances 
permit the corporation is asked to make use of its powers to 

extend the period of benefit.- 

The provincial Governments were expected to oontnbute about 
one third of the cost of providing medical care and treatment. It 

wa ”' d pe wo“ ^ luYd t: "wT»lrir. r b e ou ° R. tre « p 

ESSsisr-f£. 5 

two^tbirds of the administrative expenses for a period of five yea . 

The scheme will be administered by a corporation to be known 

as the Employees’ State Insurance Corpora i Health 

Minister of the Central Government as the ^rman «na the 

As the Labour Minister himself. “ J 0 " on of iodal 

measure teas only a modest beginning in the direction 
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insurance. He also disclosed that the Gover “ ment .^ e n r . e f 3 kl f ^ 

before long not only to bring a much larger P™P? rt, °” the “SneF8 

within the scheme but also to f ^ h ^cai^trLtment to families of 
benefit and make provision for medical treatment 

insured persons. , , 

increase 

increase \ g ! tha M b ^ wi jj j n d U ce the worker to have some 

holiday and thus add to the already high degreeof ^JeiBrnor 

iSZ industries .ill be beaten «" JeTy 

petition But these arguments cannot stand even a . y 

sorutiny No doubt a sudden and large increase in earnings may 

maintained this folly will be only a pass.ng phase and if the in 
crease is gradual there will be no danger of foolish expenditure at 
all being indulged in. It will lead to improvement m standard of 

theories of population or wages. To say that increase in wag s 
will lead to off-days is to misunderstand the psychology of labour, 
for it means the satiety point with respect to earnings has already 

reached which is simply ludicrous. As for the ' ndustri f e8 .. 
to bear the proper scale of wages, it may he said that if the indus¬ 
try can only survive when labour is exploited, the sooner it goes 
down the better. To expect the weak shoulders of the workers to 
prop up such an industry is inhuman and detrimental to the 

nation at large. An efficient management can surely make several 

other economies and a temporary difficulty of an industry m the 
international competition can be overcome by other means of pro¬ 
tection and aid. But it should never look to sweating of labour 
as a means of survival. All objections to thp increase of wages 
must be brushed aside and the industrialists must be brought round 
to see the sense and justice of increasing wages. Besides an ade¬ 
quate and fair wage, the workers should he granted a production 
bonus monthly to stimulate production and also an attendance 
bonus yearly to reduce absenteeism. Only then the quality of 
the human factor will improve and this is indispensable to any 
real and substantial progress in industry. Not much can be ac¬ 
complished by weaklings, invalids and illiterates 

It is recognized in all advanced countries that it is desirable 
to maintain certain minimum standards of life Thus minimum 
wage-fixing machinery has been set up to provide for a minimum 
wage, particularly in “sweated” trades where the workers are hope¬ 
lessly unorganized and are, therefore, in a helpless condition. The 

International Labour Conference held in 1928 adopted a convention 



INDIAN ECONOMICS 


314 

in this connection. The Royal Commission on Labour in India also 
suggested an investigation into the feasibility of setting up a mini¬ 
mum wage-fixing machinery. 

This overdue reform has now been effeoted and the Minimufh 
Wages Act has been passed, according to which minimum 
wages will be fixed in certain selected industries and trades. L'he 
administrative machinery for the purpose is being set up. 

13. Wages and Cost of Living. The standard of living of the 
Indian worker has n*ver been consistent with human dignity 
Even the prisoners get a better diet, and oattle in the West are 
better housed. The Indian worker’s diet is meagre and unbalanced, 
clothing shabby aDd insufficient and his house a mere hovel. Of 
relaxation and recreation he cannot even dream. But for illiteracy 
and ignorance, the limit of toleration would have reaohed long 
ago. If Indians had not been fatalists, there would have been a 
revolution by this time. At the International Labour Conference 
in 1929, Mr. N. M. Jcshi observed, “Just and humane conditions 
are still in India a far-off deal, and if evolution is too slow, the 
attractions of revolution are great.” We may add cur own warn¬ 
ing in the words of a poet: 

O masters, lords and rulers in all lands, 

How will the future reckon with this Man ? 

How answer bis brute question in that hour. 

When whirlwinds of rebellion shake all shores ? 

When the dumb terror shall rise to judge the world, 

After the silence of the centuries ? 

EDWIN MARKHAM. 

Since 1939 the earnings of workers have gone up, but have the 
real earnings gone up ? Average earnings per head have risen from 
Rs. 287*5 in 1939 to Rs. "28 4 in 1948. But the cost-of-living 
index has gone up to 292 (1939 = 100). The real average earnings 
have therefore gone down from Rs. 287 5 in 1939 to 249 5 in 1948 * 
The worker is thus worse off. Something must be done to improve 
hie lot and secure for him a larger share in the national income. 

14 Industrial Relations. For industrial progress and pros¬ 
perity maintenance of peaceful relations between labour and capital 
is of the first importance. Industrial confliot means a los9, both to 
the employers and the employees even when the latter score a 
victory. It is also harmful to the community in general. There¬ 
fore, every effort is made in advanced countries to maintain in¬ 
dustrial peace. 

For a long time in India tl ere was no industrial, unrest. Al¬ 
though modern industry began to grow in India in about the 
midd’e of the last century, yet for nearl ' half a century no die- 
pute of importance took place. Whenever a dispute did take 

place, the employers came out invariably vict orious. They were 

* - - - - —— ^ 

1, Eastern Economist. Dolhi, Deo, 31, 1948. 
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all-powerful and they could easily import ‘black legs’ in case the 
workers ‘downed’ tools. The workers, on the other hand, were 
hopelessly unorganized and absolutely inarticulate. The use 
of strike as a weapon to fight the capitalists was yet unknown. It 
was only in the present century that the workers became class- 
conscious. But even then, up to 1919 the disputes between labour 
and capital were sporadic. 

During World War I, there was intense industrial activity and 
abnormal profits were earned, in some cases more than 20U per 
cents. The war had also made the workers conscious of their rights 
and they were prepared to fight for them if necessary. The influ¬ 
enza epidemic of 1918, which took a toll of about eight million 
people, thinned their ranks and made them feel their strength. The 
year 1919 saw the outbreak of industrial strife on an organized 
scale. Concerted strikes took place in textile mills in Bombay, 
Ahmedabad and Kanpur. A move to make a cut in 1923 in 
Ahmedabad led to a big strike. Bigger strikes came in 1924. The 
year 1915 was still worse. A move to make a wage-cut of I 2£% 
led to a general strike lasting for two months in which the workers 
put up stubborn resistance against an attack on their wages. The 
next two years were relatively calm. 

/n 1928, there was an outbreak of industrial confliot of unprece¬ 
dented intensity. Revolutionary and extremist elements had 
infiltrated into the workers’organizations pledged to destroy the 
existing capitalistic structure. All mills in Bombay were affected 
and stopped work for more than six months. There were other 
strikes, too, in some railways—at Jamshedpur, Sholapur and Kan¬ 
pur. In all, there were 203 disputes in the year involving 600,850 
workers with a loss of over 31 million working days. 

Trade Disputes Act (1929). As a means of dealing with such 
disputes, the Trade Disputes Act was passed in 1929. Any dispute 
or apprehended dispute under this Act can be referred to a Court of 
Inquiry or a Board of Conciliation by the Government of India, in 
oase of railways or concerns under Central Government, and by 
Provincial Governments when the concerns fall under their sphere. 
The Court of Inquiry is to be composed of an independent chairman 
and other independent persons or only one independent person. 
The Court is asked to investigate and report. The report is pub¬ 
lished to focus public opinion whioh may influence the parties to 
the dispute to come round The Board of Conciliation is to con¬ 
sist of one independent chairman and two or four other members 
representing equally both the parties and nominated by them. 
The Board tries to settle the dispute. The verdiot of these bodies 

may not be aooepted by the parties, although they are expeoted to 
do so. 

There are speoial provisions relating to public utility services, 
i.e., posts and telegraphs, railways, tramways or undertakings 
supplying water, light, etb. - For the employees of tfuoh services to 
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go on a strike without giving 14 days’ notioe is a penal offenoe. It 
provides for the appointment of Conciliation Officers to promote 
the settlement of a dispute. Strike j and look-outs whioh are 
calculated to infliot severe and general hardship on the community 
and are declared for a purpose other than, or in addition to, the 
furtherance of a trade dispute in the industry are illegal. Punish¬ 
ment is provided for those who join such illegal activities, and 
protection from union disabilities to those who refuse to join 
them. 

In 1929 again, there was a general strike lasting for about six 
mouths involving over 109,000 workers and resulting in a loss of 7 
million working days. The years 1928 and 1929 were the worst. 
They alone accounted for a loss of 43‘8 million working days as 
against 40 4 million days in the preceding seven years and 16 7 
million in the subsequent seven years. Between 1930 and 1933 
comparative calm prevailed on the labour front in India. As the 
economic depression deepened there was a general movement to 
cut down wages, but there was widespread unemployment, and 
labour did not show any serious opposition. 

Bombay Trade Disputes Conciliation Act (1934). As a result of 
the report of the departmental enquiry instituted by the Bombay 
Labour Office, the Trade Disputes Conciliation Act was passed in Boon- 
bay in 19 4. It provided lor the appointment of a Labour Officer to 
look after the interests of the workers in cotton mills and to re¬ 
present their grievances with a view to getting them redressed.' 

There was also a provision for the appointment of a Commissioner 
of Labour to act as an ex-officio Chief Conciliator in oases where the 
Labour Officer did not succeed. In actual praotioe he waB treated 
as a judge whose decisions were generally acoepted. The act re¬ 
markably succeeded in slowing down the tempo of industrial strife 

in the province. 

But the inauguration of provincial autonomy saw the re- 
orudesoence of industrial strife. The coming into power of popular 
Ministries raised high hopes among the workers who thought that 

time had come when all their grievances, real or imaginary, 
would“ « redressed. In three years-1937-1939 -there were 1,184 
disputes as against 1,039 in seven years since 1930. 

Bombay Industrial Disputes Act (1938.) In 1938, in Bombay 

until "hole machinery for non. 
8 ' k l thfemUon of tho dispute h« beeu made use of. 


oiliation andttemptedSe/ore'the dispute occurs and not offer 

ployees ‘ $ amploy^ent; ito. All the agreements arrived 

of work, c mnoiliation have to be registered. Besides the 

«* filiation, 
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also provides for the setting up of an Industrial Court with a H g 
Court Judge as its Chairman or a lawyer who is eligible to be a 

Web Court Judge. The Court will arbitrate on matters connected 

with a dispute and act as a final court of appeal on various 
matters arising out of the working of the Aot and interpret 

agreements, awards, eto. 

After the outbreak of World War II several strikes occurred. 
,The workers put up claims for a share m abnormal war profits. 
There was a general strike in cotton mills in Bombay city 1 
1940 and a dispute in 1941 in Abmedabad and a large number of 
disputes all over India in 1942 on the question of a war bonus 
and on acoount of politioal disturbances. But their demands for 
dearness allowance and war bonuses were readily conceded. 

Lest it should affect the war effort it was felt necMsary to 
devise some machinery to avoid strikes and lock-outs. With this 

in ] January 1942. According to this rule, the Central Govern¬ 
ment and provincial Governments have the power to issue an order 
prohibiting strikes and look outs, requiring employers to observe 
certain conditions of employment, referring to the Government a 
dispute for conciliation or adjudication and enforcing the award of 
the authority to which the dispute was referred. When a dispute 
has been referred for conciliation or adjudication, no strike is per¬ 
mitted until after the expiry of two months after the proceedings 

have finished. 

Industrial Disputes Act (1947). It provides for several methods 
for settling disputes. There is a provision for the appointment of 
Conciliation Officers by the provincial Governments. These officers 
will act as mediators between the parties to the dispute. In case 
the Conciliation Officer fails to resolve the dispute, a Conciliation 
Board can be appointed with an independent chairman and two or 
four member?. A Court of Inquiry can also be appointed to collect 
the necessary faots about the dispute and to report within a speci¬ 
fied time* 

The Aot embodies the principle of oompulaory arbitration. A 
provincial Government can refer the dispute to a Tribunal for 
adjudication and enforoe its award in part or whole. 

No strike or lock-out is permitted during the pendenoy of 
conciliation or adjudication proceedings. Very stringent regulations 
have been laid down about strikes in public utility services includ¬ 
ing all basio and essential industries. There are strict penalties 
for illegal strikes. Politioal and sympathetic strikes are, however, 
not prohibited. 

. . ^ ' * % 

The Act provides for the establishment of Works Committees 
in industrial establishments employing 100 or more persons. These 
ooinmittees are intended to iron out day-to-day differences between 
the management and : the employees. 


818 INDIAN ECONOMICS 

The year 1948 will go down in the history of industrial relations 
as a very eventful year. At no previous time was so much 
attention paid to the amelioration of the conditions of labour. A 
determined effort was made to place Labour-Capital relations on a 
eatisfaotojy and stable basis. An Industrial Truce Agreement was 
reached between the representatives of the employers and the 
em ployees meeting under the auspices of the Central Government 
in iDelhi on 15th Deoember, 1947. It oalled upon Labour and 
Cap tal to observe truce for three years. To implement it a 
Conference of Provincial Labour Ministers was held in May, 1948. 
Ibis Conference deoided to set up Tripartite Advisory Committees 
at the Centre and the Provinces, with the Central Advisory Com" 
mittee as the pivot of the entire truoe machinery. It was also 
decided to set up Expert Committees to determine Fair Wage 
and Fair Return on Capital. A Housing Board was also set up 
to implement the deoision of the Central Government to build 
10 lakh houses in 10 years. Employment Exchanges and the 
Training Centres set up by the Labour Ministry were placed on 
a permanent footing. 

The Expert Committee on Fair Return on Capital has recom¬ 
mended that after allowing depreciation on income-tax basis and 
then placing 10% of the net profits in the reserve fund, 6% on 
capital employed ( i . e., the paid-up capital plus all reserves, held 
for business purposes) should be a fair return on capical. OF the 
surplus above it, 50% should be distributed among labour and 
50% should go to augment dividends. 

The Central Advisory Oounoil was set up in August, 1948. It 
has to consider the reports of Exper^Committees and the Tripartite 
Industrial Sub-Committees set up for eaoh industry to determine 
fair wage and fair return on capital and other relevant matters. 

In pursuance of the Industrial Truoe resolution Works Commit¬ 
tees were set up in the * various Provinces and States. It seems to 
have resulted in a substantial improvement in relations between 
Labour and Capital. As against 16J million mau-days lost in 
1947, there was a loss of 8 million man-days in 1948. 

The Government propose shortly to bring up Labour Relations 
Bill to replace the existing Industrial Disputes Act. The Bill 
contains several new features, suoh a9 standing labour oourts and 
the appellate tribunal, and seeks to encourage negotiation and 
collective bargaining before the declaration of strikes. 

15. Trade Union Movement in India . History . Up to the end 
of the war of 1914-18 Indian Labour was praotically unorganized. 
In 1876, Mr. Sorabjee Shapurji Bengali drew the attention of 
the Government to the miserable lot of the labourers. But the 
first important step towards organizing labour was taken by Mr. 
Lokhande in connection with the agitation for the amendment of 
of the first Factory Act. He laid the foundation in 1890 of the 
first organization of labour, via., the Bombay Mill Hands Association. 
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But it was a loose organization formed simply for presenting 
a memorial to the Government. The Amalgamated Sooiety of Rail¬ 
way Servants of India and Burma was formed in 1987 with func¬ 
tions more fraternal than militant Of the organizations formed 
in the beginning of the present century, mention may be made of 
Printers* Union, Calcutta, 1905, Bombay Postal Union, 1907, and 
the Kamgar Hitwardhak Sabha in 1910. This latter was composed 
of a body of social workers to plead the oause of the workers. It 
was for them and not of them. 

The first World War was responsible for mass awakening. See¬ 
ing that the capitalists were reaping a rich harvest of war profits, 
the workers wanted their own share, especially when the cost of 
living had gone up very high. Discrimination against Indian labour 
in the. colonies, the growth of Indian national movement and the 
revolution in Russia were also some of the factors that gave a 
fillip to the Indian labour movement. New ideals came to be 
preached and new aspirations cherished. A spirit of defiance was 
abroad. “With the social mind surcharged with war spirit, political 
agitation and the revolutionary ideal, the labouring classes could 
no longer remain patient and tolerant under the old social wrongs 
and new economic disabilities.** 1 

The credit for forming the first industrial union goes to Mr. 

Wadia who organized in 1918 the textile workers at Ooolai in 

Madras and next year the number of unions rose to four with 

20,000 members. Other industrial centres followed suit and formed 

organizations of local workers. Between 1919 and 1923 scores of 

unions came into existence. Mahatma Gandhi in 1920 formed 

at Ahmedabad a Spinners* Union and a Weavers* Union and by 

the middle of 1921 trade unions had 2J,000 members with funds 
amounting to Rs. 75,000. 


These early unions were, however, mere strike committees and 
evaporated as soon as their demands were fulfilled. They seldom 

gave notice of a strike, could sometimes hardly formulate anv 
grievances, and would often shift their ground or put forward 

a . mS ' F 1 u ' ther > the union< ’ were isolated from one 
another without any solidarity among them. 

electinl°dAl^°7 em f nt / l 0r C ° ordination set in. The necessity of 
ea^e some fmn S t for + th ® a . nnual Internation.1 Labour Organization 

o/al^unions—wis held fn 1920°° 


ih 926 M I” th ® w L el, - know n oase of the Buoklng- 

X” Thi» w .“ L t al r: Uni0 ” for works™ ti go Z 

saddLy ™“lS that ° m M th l b,l “' for the 

_ y realized that they could be prosecuted for bom Me trade 

*’ D<W ** R * K —Labour Movement in India, 1923 , p. 26 . 
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union activities. After about five years’ efforts, the leaders succeed¬ 
ed in getting the Indian Trade Union Act of 1926 parsed. This Aot 
lays down certain conditions regarding registration*)! & union. For 
example, 50% of the members of the executive committee must be 
employed in the unit or units covered by the union. Subject to 
this, any seven or more members can apply for registration. No 
person under 15 can be a member of a union. The registered 
unions are not allowed to use their funds for political purposes, 
although they are permitted to have separate political funds to 
which the subscription is purely voluntary. The purposes for which 
the funds can be spent have been definitely laid down. They are 
also required to submit annually an audited statement of accounts, 
a copy of the rules and a list of the officers and executive com¬ 
mittee. They have also to provide for the inspection of books. 

But the Act confers on registered unions certain rights and P rl ^®‘ 
2 es They enjoy immunity, both civil and criminal, from pro- 
secution for their activities' connected with tho furtheran^ of a 

amendment provides for the compulsory recognition of the trade 
unions by employers under the orders of a Labour Court. 

In the beginning the unions were slow to register themselves 

“ to undergo Kg 

Butlw/tertia 8 'VSeed^d 

r: szxzsz™ 

moot for regiBttati and Left- wing radical leaders 

the feey^posiUons in Trade Unions But the 

were tried in the famous Meerot'Trial As the resuit K J g „ 

of the Court of Inquiry in 1929, wmen “ . the Tra de 

Union solely responsible J^ vio^n radical wing captured 

the All-India Trade Union C g er Mr N.M. Joshi seceded 

Nagpur,in 19 . 29 > ^ T“ d ia Trade Union Federation. This split serious 

and formed the All-India Trade Umo ^ lndia In 1931, there 

ly weakened the trade union ® Left-wing leaders, Deshpande 

was a further split when Red Trade Union Congress, 

and Randive, formed the AU-Ind.a Kea wUe n 

But although efforts at compromise were started forward a 

a Trade Union Unity Commit ee was formed w P g 


,nion Unity Committee was ^ in 19 38 

-platform of unity*, yet the g of Labo ur in the Madras 

Government. The provisional ,he difference 

The ontbresk of ®?r W “ ““Effort. The Trade Union 
?”'"”r:rl^an q ”rrde 0f of l neut,aUt y . The 'Bo,is.. . — 
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the leadership of Mr. M. N. Roy) wh ? were in favour of all-out 
support for the war effort, formed their own organization the trade 
Union Federation. Another important group outside the Trade 
Union Congress is the Hindustan Mazdoor Seva Sangh an organize 
tion which aims at organizing labour on the lines laid down by 


.Mahatma Gandhi. 

In order to oheek Communist influences infiltrating into 
the labour ranks, the All-India National Trade Union Congress has 
been formed under the influence of the top Congress l.aders. This 
new body aims at securing redress of grievances without stoppage 
of work, by means of conciliation, and, failing that, by arbitration 
and adjudication. It wants to adopt means which are peaceful and 

consistent with truth. 


The trade union n ovement in India has made remarkable 

progress in less than a generation. In few other countries such a 

rapid progress has been shown. The movement is fairly widespread 
and the Trade Union idea has taken deep roots, lhe unions are no 
ion-er mere strike committees. They are now better organized, 
antfare more permanent in character. They have acquired a follow¬ 
ing and a prestige and wield enormous influenos. They have a 
fairly large number of successes to their credit and have undoubted¬ 
ly succeeded in wresting important concessions and improving 
tho working conditions. Leaders like Mr, N. M. Joshi and Mr. 
Gulzari Lai Nanda will do honour to any labour organization in 
the West. The International Labour Conventions, the Press, 
public opinion and the Indian national movement have all contri¬ 
buted to the growth and strength of the trade union movement in 


India. 


Present position . But our labour movement cannot claim to 
have come as yet any way near the standards long ago attained in 
the West. The trade unions in India can claim as members only a 
small fraction of the total strength of the industrial force. Most 
of the leaders are outsiders, lawyers and other professional men or 

politicians. The funds at their disposal are meagre and they cannot 
afford to support tho workers when on strike. Few unions pay uq* 
employment, sickness and old age benefits. Not many unions do any 
welfare work. Their fraternal or “mutual help” side is practically 
undeveloped, and they have confined their activilies almost exclusi¬ 
vely to the militant functions, i. e., getting their grievances redress¬ 
ed and formulating demands for higher standards and better condi¬ 
tions. 

Handicaps. There are certain handicaps from which the trade 
union movement in India suffers. (I) The labourers are illiterate, 
ignorant and migratory, without any permanent interest in industry. 
(2) They are unwilling to submit to discipline and unable or reluct¬ 
ant to pay subscriptions. (3) Diversities of language, religion and 
caste, and different social customs and habits are serious obstacles 
in building up labour solidarity. (4) Their low wages keep them 
down. <5) Long hours of work do not leave any energy in them to 




322 INDIAN ECONOMICS 

^ • 

take interest in the union activities. In the depressed ■ conditions 
that our labour is in* it is idle to expect of them to think of union 
politics. (6) JL'he hostility of the jobbers and the employers has 
been another stumbling block. (7) The leaders have sometimes 
been opportunists and have had their own axe to grind. They often 
quarrel among themselves holding divergent views, and labour has 
been not infrequently exploited. 

Leadership must be developed from within the labour ranks if 
the movement is to be placed on a stable footing. It is hoped that 
as workers with education and intelligence join the factories, it will 
be possible to do so. Ihe employers must also adopt a more sym¬ 
pathetic attitude and be easily accessible to their workers. They 
must realize that only a strong labour union can guarantee industrial 

peace. . . • • , : 

• • • • • 
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* CHAPTER XXI 

TRANSPORT—RAILWAYS 

1. Importance of Transport. “ If agriculture and industry 
are the body and bones of a , national organism communications 
are its nerves.” 1 . Transport and industry are obviously inter¬ 
dependent. The agricultural resources of a country too can neither 
be developed nor properly handled without adequate means of 
transport and communication. India is mainly an agricultural 
country ; 87 per cent of the people live in villages, while 66 
per cent of them win their daily food from agricultural occupa¬ 
tions. The development of the means of communication has 
broken the isolation of the village and has brought about a 
change from subsistence economy to the cultivation of cash 
crops, like cotton, jute, oilseeds and tobacco Without means of 
transport these could not be marketed either inside or outside the 

country. 

India is a sub-continent with huge distances. In the past 
the natural configuration of the country would not allow it to be 
unified. Men and materials could not be moved easily and quickly 
from one point to another. There were only a few trunk roads 
built by the rulers of the day—the Afghans or the Moghals—but 
they were too few to meet the needs of the people. Even 
today, “more than half of the perishable produce of British' 
India run9 to waste on account of delay in reaching the market/'* 
Huge areas are totally devoid of any lines of communication, and 
in some districts 70 to 80 per cent of the villages are entirely cut 
off from communication with the outside world during the mon¬ 
soon season. 

The history of civilization is the history of transport and 
communications. The road-makers carried aloft the torch of light 
and progress. They led and civilization followed. Homesteads, 
hamlets, villages, towns and cities followed in their wake one 
after the other. The track was transformed into a road, ua. 
metalled at first and then metalled. Trade and commerce develop* 
ed till we find the world as it is. The economic progress of man 
corresponds with the evolution of the means of transport. Not 
only goods are carried by their means, bub the cultural, sooiil 
and moral advancement of a country directly depends upon 
them. * They diffuse knowledge, remove prejudice and destroy» 
ignorance. 

As late as the middle of the nineteenth century, India had, 
no roads worth the n ame. It was in the time of Lord Dalbousie 

India in 19 '5-26. — __ 

2. The Hon* ble Me, J. '-Hi* Parker. L <■ 
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that preliminary steps were taken in the pursuit of an active 
public woiks policy. We shall disouss under railways the nature of 
the policy followed—its selfishness and utter lack of planning. It 
is sufficient to remaik Lere that the net means of communication 
resulted in the lleaking down of the isolation of the villager who 
now started growing crops for the world market in place of the 
Tillage market. 

Means of transport in India are of four main kinds—(a) Rail¬ 
ways, ( b) Roads, (c) Waterways, and (4) Aiiwajs. We shall deal 
with each of them one by one. 

2. Railways in India compared with some other 'important 
countries.—The total milage of railways in tbe Indian Dominion 
today is 33,86s. 1 Before the outbreak of the war a good 
deal of the milage was worked by private companies like the Bengal 
Nagpur, South Indian, etc., but now with a few very minor 
exceptions, all the company railways have been purchased by the 
Government and almost all are State-owned. There are a few private 
lines like the Nizam’s Railway and B’kaner Railway owned by 
the Indian States. During the war the milage went down by 
just a little more than 600 due to the closing down of some 
branch lines for material to be used for defence purposes. 

Milage figures do not give a correct idea of the sufficiency of 
railways in a country. They should be taken in relation to the 
area ar d population served. The following tables will give us a 
comparative idea of the position of India so far as railways are 

concerned* 

TABLE I 

Milage of railways per 100 square miles <J area. 

U. 8. A. ... ... 6.6 Canada ... ... 

Union of South Africa ... 2 4 Europe excluding -Russia 

Argentina ... ... 2.6 Belgium ... ••• 

Australia and New Zealand ... .0 U K. ,, 

RuPsia in Europe ... .... 16 Germany 

Indian Dominion 

TABLE II 


l o 

11.5 

40.0 

20.0 

20.0 

2.S 


Milage of railways per 100,000 of population 

Canada ... *65 U. S A. 

(South Africa ... — 164 y* 

Indian Dominion 


€ 0 • 

9*0 

9 0 9 
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•MB 

10.7 


Table I above tells us that the railway milage of India does 
not compare unfavourably with that of other countries where agii- 
culture predominates, e. g. 9 Canada and Australia, but compared 
with industrial countries like Belgium and the U. K. India is but 

poorly served. 

Table II i9 very revealing. India lags behind even agricultural 
countries, like Canada, when the railway milage is studied in 

1. Tho Hindustan Year Book, 1948, p. 102. 
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relation to population. To compare India with a small highly 
industrialized country like Belgium would be meaningless lo 
have a correct perspective Iaiia should be oomptred with the 
U.S.A. The U.S.A. has almost twice tho area of India. She 
has lon<* distances, tall mountain ranges, burning deserts and hu>e 
rivers as°India has. In spite of all these obstacles, the U S A. owns 
more than a quarter million of railway miles, while India ctn 
beast of a bare 34,000. Roads would be a great help and might 
fill the gap to some extent, but even in these India is deficient. 
She needs more railways, wisely planned in co-ordination with 
the other mean 9 of transport like roads and waterways. Un¬ 
necessary duplication resulting in ruinous competition is deprecated 
and should be avoided at all costs. 

3. Some Benefits from Railways. Railways have removed 
the horrors of famines in India. The great mortality in human and 
animal life has disappeared. Famines are no longer famines of f.od 
but famines of money. The recent Bengal famine was an exception. 
Luring 19 3 the whole machinery of distribution in Bengal broke 
down. Due to various causes (discussed elsewhere) the supplies were 
insufficient and reserves nil. 

Railways have linked the cultivators of India with markets 
throughout the world. 1 The agricultural wealth of the country is 
exported abroad in return for foreign manufactured goods. The 
standard of living of the people h»s changed for the better only 
moderately, but the fault lies with the immense increase in popula¬ 
tion. The methods of cultivation over a large portion of the 
country are still primitive, but for a glimmer of improvement in 
areas served by the railways. The railways not only disseminate 
knowledge but are also responsible for a greater use of improved 
seeds and manures and cheap transport of implements of a better type. 

Railways have tended “to break up the existing social organiza¬ 
tion” of the country. 2 Cas^e prejudice has largely disappeared and 
the bonds of joint family system broken. But alongside these bene¬ 
fits, the Panchayat system got a severe blow and litigation increased 
manyfold, but we have to take the good with the tad. 

The mobility of labour ha? increased. In the tea plantations 
of Assam, the factories in Bombay and Calcutta, workers from all 
over the country are found working shoulier to shoulder. If 
the various castes do not yet love each other, they have realized 
that they can live only by each other’s sufferance and the credit 
largely goes to the railways for this wholesome change. The Brahmin 
with the caste-marks painted across his forehead travels to holy 
Kashi in a third class railway compartment sitting cheek by jowl 
with a low caste sweeper whose shadow falling on him would have 
created a fine rumpus 50 years back. 

Quicker means of communication have greatly increased the 
amenities of life in ur ban areas. Fruits from Quetta, fish from 

1, The Report of the Royal Commission on Agriculture, p. 365C 

2. ’Ibid* 



326 


INDIAN ECONOMICS 


PeibCtiZ n?'“ Sahara , npu T, are fel,in « aU oyer the country. 

to reach their consumers the next day. 8 

of a b ,\ b TV a “ iad that the cenfcral administration 

E LtTlf ? A he COUn V y lrternal security and external safety. 
withonT«n jf ffi 0f \ he P eo P ,e f cannot be planned on a large scale 

trade and marketing are all dependent on quick means of transport, 
india would degenerate into a large number of warring State* if rail- 
ways were not there to maintain the social and cultural contacts of 

tne people. 

j Defects in the Growth of the Indian Railway System- 

ndian railways vere not planned in advance and have grown haphaz- 

* r r dJ y- Ihe first railroad was from Bombay to Kalyan, a distance 
of 33 miles (1849). The next two were from Calcutta to Raniganj 
(123 miles) and Madras to Arkonam (33 miles). Bombay then was 
not a commercially important place, nor were Calcutta and Madras. 
They became pre-eminent because of the railways. Had railways 
been constructed on a plan, they would not have connected unknown 
places like Arkonam, Kalyan aud Ranigmj, but would have linked 
up places like L/acca and Banaras and opened up the rich agri¬ 
cultural areas of the country. SecDndly, constructed from one 
point and opening out fan-wise, carrying all their materials with them 
for further extensions, they wo Id have proved far less costly. 

The railways ruined old towns and centres of old industries and 
created new ones on an unoo-ordinated basis. They destroyed the 
cohesion of the old economic system and did not help to evolve a 
sound one instead. They mainly created ‘distributing centres’ for 
foreign merchandise. It was only incidentally and much later on 
that they developed factory industries in seaport towns far away 
from the interior. The result is that these industries have to import 
their lubcur force from distant areas which leads to congested slums 
and labour troubles. Even today the importance of these towns .as 
distributing centres for foreign goods far outweighs their importance 
as industrial ones. 

Places like Murshidabad and Madura wore important industrial 
centres in old times. A sound railway system would have early 
linked them up and assisted them to grow further. As it is, they 
are mainly used to distribute goods. The Industrial Commissioiij 
very correctly stated in ;1918 : “Most of the 500,000 villages have 
not yet been touched by metalled road or railway/’ and things have 
not much improved since then. It is the system that has been at 
fault, not the railways as such. 

5. History of the Development of Railways 
easily falls into a number of prominent periods which will bo 4ee 

with one by one. ; , _ .... . * 

(i| The old Guarantee Syete.n, 1819.1809 Lord ; 

uJl recommending rail.ay. for Indm to promote 
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British trade and commerce wft9 accepted by the Court ol Directors. 
England was “calling aloud for raw materials like cotton'* 1 and 
markets to dispose of her manufactures like cloth. ladia also would 
gain eiailar “social and commercial advantages.” 2 By the end 
of 1859 eight companies had been formed under the Guarantee 
System. The Government agreed to supply land free to these 
companies and guaranteed a minimum interest of 5 per cent on 
the capital outlay. The companies in return were to sell the 
ra Iways to the State after 25 years or 50 years, if the Government 
so desired. They had to pay to the Government one-half of the 
surplus profits, if any; after paying themselves the guaranteed 
interest and to allow the Government general control over manage 
ment, expenditure, etc. 

This system has met with universal condemnation. The 
progress was slow due to the lack of engineers and skilled labourers. 
The rate of interest at 5% was too exorbitant. Sure of a solid 
return for their money, the Managers and Directors did notaiug 
to economize and the Government had to pay no les 3 than two 
and a quarter million sterling 8 of th9 tax-payer’s money during 
this period* 

4 

The system proved too costly. Nor oould the Government 

keep effective control. They tried to atfcraot capital by promising 

subsidies for every new mile of line and bridge but failed and in 

1869 made up their mind to go in for constructing railways 

themselves. Under this system 4,255 miles of railways were 
built. 

(**) State Construction of Railways, 1869-1879. For ten years 

the Government did not make any fresh contracts with any com* 

pany and found Rs. 4 crores a year for railway construction 

By the end of 1879 the total milage reached 8,090. Out of 

this, 6,000 miles had been built by the companies at a cost of £ 98 

million and 2,000 miles by the Government at less than one-fourth 
the cost per mile. 

., ]pke Strachey (Famine) Commission reported in the year 1880 
that India must have an additional 5-.000 miles of railways to 
ensure safety against famines. The Government was not able to 

find money for this increase and had to fall back upon the oi l 

8J8t6ID« 

(it *)\ The New Guarantee System, 1879-1909. Heavy expendi¬ 
ture m the relief of two consecutive famines in Bihar and tb*» 
Deccan and the fall in the value of the rupee compelled L 

^n7 men f ° glVenp C0D8tructin g railways themselves and once 

again to enter into contracts with companies. They were however 

wiser by experience and made better bargains now. They euaran’ 
j mg for themselyes three-fourths of th e surplus^rofit^ if any. and 

ii Ibid* Dalhouaie — Railwft y Minute. 20th Aprih 1853. 

3- B. O. Dutt—India in the Victorian Age. 
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rolling stock nor 
New programmes 


the power of terminating the contract at the end of 25 years Or 
after further intervals of 10 years on payment of the capital at 
charge to them. The total milage of railways laid down in this 
period was 4,000. 

(if) Pre war Period , 1900-1914 . Although the main railway 
lines were computed by 1900, yet branch lines were urgently 
needed. In 1907, the Mackay Committee stressed the neen for 
a steady annual outlay of capital on railways, and suggested Rs. 18 
crores a year. The Government could not keep to the letter of 
the recommendation but did actually invest Rs. 92 crores in six 
years from 1908 to 1913. During this period mo r e than 10,000 
miles of branch and feeder lines were laid. The total railway 
milage in India in 1914 was more than 34,000* 

( v) The War Period , 1914-1920. Neither 
engines cculd be imported during the war years, 
of construction had to be postponed indefinitely* Even the lines 
in working could not be maintained. The strain of carrying 
men and materials for the army was too heavy to cope with. 
Some of the staff, rails and rolling stock had to be despatched to 
East Africa and Mesopotamia for the conduct of war. The railway 
system utterly broke down. Many bridges grew too rotten to bear 
trains safely. Engines, not worth even yard duty, were still upon 
the line. Goods wagons were used to carry passengers on branc 
lines. Goods lay rotting in the godowns for weeks before they 
cou’d be loaded into wagons. The Acworth Committee wrote m 
1921 : “There are many miles of rails, hundreds of engines, ana 
thousands of wagons whose rightful date for renewal is ong 
past.” Naturally there was a clamorous demand by the pueno 

for State management of railways. 

(Vi) Railways since 1921. In November an expert oomm- 

was appointed under the presidentship Viliam Aowwt ^ 

a-Britisb railway expert. The committee submitted its report, in 
1921. The contract with one of the most important ««“P anle3 
(F i R ) W as over in 1919 and h«d been renewed for five years. 

NVhet'her the contract was to be further renewed or 
bought out was one of the important questions to be considered J,y 

the committee. A large number of witnesses w r carefully 

the pros and cons of State vs. Company management caret y 

gone into. f 

6. Arguments for and .gainst St.t. “"STS?'..SuSSS.' 
Government departments are a They are more swayed 

They have neither despatch nor e Icv SXays are a 

by political considerations than eftciency J one time 

commercial proposition nee< b.V sl ” CF ftre j n bureaucrats, trained 
and caution at another. Such qua » ie ® votable charge, railway 

in juggling with files. Railway budg ® . no \itics and could 

policy would depend more or less J y other countries like 

£ *5 U^Tapriva,oly.owned 


itte© 
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and operated companies but they are striotly regulated and control¬ 
led. Railways in the U.K. have been reoently nationalized. 

The Acworth Committee were equally divided over the question 

of management of railways in India. The 

favour of State management and his side won with his casting vote. 

As conditions in India are different from other countries argu¬ 
ments in favour of private management of railways do not hold 
water here. Most of the capital involved in rail ways belongs to the 
State. To hand over such vast property to companies with headquarters 
in England was unthinkable. India had had enough of them in the 
early days of railway development. The system of “ dyarchy or 
divided responsibility can never make for efficiency. With the State 
as dominating partner, without powers of initiative, even Indian 
domiciled companies were bound to be a failure. There was no 
attraction for the few really capable Indian entrepreneurs to under¬ 
take to run railways when they were sure to be browbeaten and 
hampered at every step by the executive. 

Further, Indian sentiment is in favour of State management of 
railways. Money invested belongs to India—Indian opinion in the 
matter should be final. Indian belief, based on experience, was that 
in railways there was no room for Indians at the top, unless the 
State managed them. This was not an argument that could be 
lightly dismissed. In addition, all profits would go into the Central 
Exchequer and help to reduce the burden on the tax-payer. Com¬ 
pany management in India was prone to discriminate in favour of 
foreign imports in their rates. This was detrimental to Indian 
industrial interests. Such discrimination, it was held, was not possi¬ 
ble under State management, as the State was more amenable to 
public criticism. Grievances of business men and poor class pas-. 
sengers could be more easily ventilated and redressed with State at 
the helm of affairs. 

Co ordination of the means of transport is more feasible with 
railways owned and managed by the State. Roads, railways and 
waterways would all be developed as they deserved. Company 
railways in the past oruelly undercut traffic on water, both coastal 
and inland. So from 1925 almost all the railway lines have gradually 
come under State management. The Government now owns more 
than 95% of the railway system. Sir E. Benthall in his budget speeoh 
for 1945-46 said, “The Indian railways are now almost 100 per cent 
Indian-owned and they are 99f per cent operated by Indians and 
Anglo-Indians. They are an asset of which India can be proud.” 

Railways belonging to the State but managed by companies are 
very email and minor ones like the Dhone Kurnool, Bezwada Rail¬ 
ways, etc. There are some railway lines like the Bikaner State Rail¬ 
way and the Nizam State Railway owned by Indian States. These 
also are not very important. 

7. Railways During the War, 1939-45. The railways during 
the last world war .were much better equipped to meet the emergency 
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than during the first one. For the first two years of the war “it 

Beemed they could discharge most of the demands made on them.” 

But in 1941-42 m litary traffic grew enormously while alternative 

means of transport contracted “ to an embarrassing extent”. Due 

to the entry of Japan in war, coastal traffic was ^greatly reduced 

and the ■■whole pressure fell on the railways, specially the work of 

transporting coal. Hence the number of wagons left for “ publio ” 

supply was very inadequate. Replacements of worn-out stock were 
difficult. 

Some of the railway workshops were given over to the produc¬ 
tion of munitions in which more than 20,000 skilled technicians 
were employed. Thus a good deal of the skilled personnel had to be 
sacrificed for military and ancillary services. The rising tempo of 
war resulted in serious overcrowding and hardship for civilian traffic. 
In 1942, for purposes of co-ordination of traffic the War Transport 
Board was created. The Railway Department was inoluded in it. 
During this year there was serious dislocation of railways due to 
sabotage and heavy floods and cyclones at a time when there was 
an ever-increasing demand oa railways due to sea borne traffic 
having disappeared. The Transport Board had to solve three main 
problems :— 

(а) The problem of carrying military and essential services bv 

rail. 

(б) The problem of organizing alternative means of transport. 

(c) The problem of creating and organizing administrative 
machinery for the above. 

Accordingly, a Central Transport Organization with Provincial 
Regional Transport Boards was created in February 1942. Its duty 
was to relieve traffic congestion on railways by co-ordinating all 
forms of alternative traffic. The job was not an easy one. Traffic 
was diverted where possible from railways to coastal craft, both 
steamers and country boats. Wherever there were suitable roads, 
traffio was diverted to them. 

Gradually railway transport was rationalized. All non-essential 
traffio was discontinued and a system of priorities introduced. 
Special arrangements for Mela traffic (like the Kumbha Mela) were 
cancelled and cheap fares and concessions of all kinds withdrawn. 
Passenger trains were much curtailed resulting in extreme congestion 
in the trains. Passengers were seen hanging on to footboards, 
riding on the tops of trains and even on the buffers between the 
bogeys. In spite of the railway propaganda of “Travel only when 
you must,” railways had to carry 20 million more passengers a 
month or 6,50,000 a day at a time when military movement had 

increased no loss than 27 times. 

Railways tried their best to see that each wagon travelled fully 
loaded and wa 9 never idle. The rate for parcels was increased and 

an extra charge of 4 annas per rupee imposed on all consignments 

/ 
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of less than a wagon load. Constant attention was paid to main¬ 
tenance. The daily task of each locomotive was increased, and the 
wagon’s average load further enhanced. In spite of the difficult 
circumstances, <c the railways succeeded in maintaining the life of 
the country, whilst meeting the demands of the military and of 
every essential industry” including the transport of foodstuffs to 
deficit areas. 

8. . Railway Administration. At their inception in 1848 Rail¬ 
ways were put in charge of the P.W.D. by Lord Dalhousie. In 
time, with the increase in traffic, the railways grew too big for the 
P.W.D. Accordingly in 1905 a Railway Board with a ohairman 
and two members was created to administer the railways. Certain 

minor changes were made in the constitution of the Railway Board 

from time to time. The question was thoroughly examined by the 

Acworth Committee in 1921 and in 1924 the Railway Board was 
reconstituted as below : — 


(1) A Chief Commissioner replaced the President of the Board. 
He was responsible for the railway policy and could not be over¬ 
ruled by .his colleagues. There were two more members. The work 

was divided among the members on the basis of subjects and not 
territorially. 

(2) A Financial Commissioner was considered to be urgently 

necessary. Later the appointment was made in 1924. J 

The object of this reorganization was to relieve the Chief Com¬ 
missioner and members of all unimportant work so that they could 
devote all their time to matters of railway policy and to keep 
contacts with different railway administrations. This object was 
achieved by the appointment of Directors of Civil Engineering 
Mechanical Engineering, Establishments and Finance and 11 Deputy 
Directors and two Assistant Directors * y 


Labour questions were becoming increasingly important every 

^ ay iQ^ enC ^ thin ? m T ber wa9 a PP° inted to the Railway Board 
m 1929. His main duties were connected with the solution of 

staff" problems and improvements Q f service conditions of junior 


.. J oday * he Railway Board consists of the Chief Commissioner 

the Finance Commissioner and three members. Under them there are’ 
10 cureotors, many deputies and assistants, all technical men who 
are in direot charge of the various branches of the Railway Depart- 


The Kunzru Railway Enquiry Committee whioh has submitter! 

its report this year (1949) has recommended the establishment of 

from D m\ C °n ^ Authority over the Railway Administrate 
from 1953. The other three branches of transport—roads sea anrl 

air-were beyond the Committee’s terms of reference. They have 

however, to be borne in mind at the time when a National T, * 
port Authpnty is created. Co-ordination is possible only if one 

Authority is oreated and not four different ones. y * 0ne 


332 


INDIAN ECONOMICS 


9- Railway Finances (i) Railway Deficits . From 1858 to 
1898 railways in India were a losing concern. The total loss incurred 
during these years was about Rs. 58 crores. These continued 
annual deficits were mainly the result of uneconomic construction, 
inefficiency of guarantee companies, lack of sufficient traffic and 
losses on strategic lines like the N.W.R. 

(ii) Railway Surpluses. After 1898 the deficit changed into a 
surplus except for the years 1908 and 1921. These surpluses con¬ 
tinued till 1930 and were due to the new irrigation works in the 
Punjab and Sind, increase in traffio brought about by the economic 
development of the country, better financial bargains with the 
companies and a great rise in the foreign trade of the country. 

(tit) Separation of Railway Finances^ 1924-25. In addition to 
other important changes in administration brought about by the 
recommendations of the Acworth Committee, railway finances were 
separated from the general finances from 1924-25. The following 
reasons were advanced for this revolutionary departure from the 

old practice: 

(a) bo long as railways remained a part of the general finances, 
their fortunes varied with those cf the Government. The financial 
position of the Government reflected itself in that of the railways. 
In these circumstances, there could not be a continuity in railway 
policy and business methods could not be pursued. In good years 
there was waste, and in bad ones, starvation of essential services. 
Railways were a commercial proposition and could not prosper when 
no reserves were maintained in good years and the whole surplus 

was utilized for general purposes. 


(61 The railway budget was a huge affair, the gross receipts 
being above Rs. 100 crores in 1924. A good year for the 
railways made the Central Budget prosperous and vice versa. The 
nrosperity of the railways depended on the monsoons. Ample and 
£3v rainfal 1 reflected itself i n abundant traffio. Thus the Central 
Budget was nothing short of “a gamble in monsoon. 

It was claimed that the separation of railway finances would 

railways to be run on a bommeroial basis and would 

relieve the general budget of the most fluctuating and incalculable 
factor which made it a gamble. 

Accordingly a convention waB adopted by the Central Assembly 
in 1924 bv which the railways were to make a fixed annual oontri- 

lines plus one-hfth mxpu is p ^ ^ ^ ^ in working 

the Railway Reserve Fund. 
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Contributions to the Depreciation Fund were to be deducted 
as a part of the expense. After making all payments, what was left 
over was to be credited to the Railway Reserve Fund. On this, too, 
the Central Government had the first lien if their contribution of 
one per cent interest was not paid in any year. 

(it?) In Pre-war Years. The railway contributed to the 
general revenues in seven years from 1924-25 to 1930-31 a total 
of Rs. 4,165 lakhs but in the last year, 1930.31, the interest charges 
were higher than the net revenue by above Rs. 6 crores. Hence the 
contribution to the general revenues was paid out of the railway 

reserves. 

From 1930-31 to 1936-37 the interest charges always exceeded 
the net revenueIn 1937 38 net revenue improved and was higher 
than the interest charges by Rs 276 lakhs and this was the contri¬ 
bution made to the general revenues. 

The Moratorium. According to the Convention adopted in 
1924, the first charge on the railway surplus was the Depreciation 
Fund. During the years 1929-30 to 1936*37 the railways not only 
spent away the whole of the Reserve Fund but borrowed Rs. 31 
crores from th c Depreciation Fund to pay the interest on capital 
at charge. Thus the first surpluses after 1936-37 should have gone 
to the Depreciation Fund and anything, if left over, should have 
been contributed to the general revenues. In 1937, the Railway 
Member proposed a moratorium for three years for the repayment 
of this liability. The moratorium was later extended to 1942 and 
then for another year. By 1943, however, the arrears of contribu¬ 
tion to the Central Government as well as loans from the Deprecia¬ 
tion fund were all cleared. 

(w) During War Years. After the outbreak of World 
War II, the railway revenues improved all of a sudden 
due to increased traffic, absence of road and coastal competi¬ 
tion and heavy transport of army men and materials. The fail ways 
wiped away all the arrears due from them to the general revenues 
as well as paid back the loans borrowed out of the Depreciation 
Fund. Thus, sinoe the beginning of the war to the end of the 
fiscal year, 1945-46, the general revenues gained from the railways 
the magnificent sum of Rs. 158 crores. 

Passenger fares were increased and surcharges were imposed 
on coal traffic to collect funds for providing amenities to lower olass 
passengers after the war was over It was seen that there was urgent 
need for the creation of greater reserves— 

(a) for abnormal needs for repairs after war and for writing 

down stocks purchased at inflated prices 5 and 

(b) for continuing high wages and coal bills after the war when 

net railway receipts would proba bly go down. 

The war years brought a great inorease in reoeipts. The 
inorease in passenger traffio, especially upper-olass, was greater thaq 
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m goods.. The campaign to restrict travel proved fruitless. The 
increase in population and the increase in money circulation were 
responsible for the overcrowding. 

There was an equally great increase in expenditure. Relief had 
to be given to the railway staff in cash and kind. Many grain- 
shops and officers’ shops supplying articles of daily use at control 
rates were started from 1944 onwards. Another cause in the rise 
in expenses was that a large portion of capital expenditure 
hitherto debited to capital and depreciation account wa9 debited to 
ourrent revenues from 1944-45 oowards To meet this special 
liability the railway contribution to General Revenues was limited 
at Rs. 30 crores both in 1944-45 and 1945*46 instead of dividing the 
surplus as in 1943-44. This was* done to protect the Depreciation 
Fund and Capital Account and thus to enable the railways to enter 
the po9t-war period in a fit state to meet the expected expansion 
of trade, industry and rehabilitation. 

The details of railway budgets are given in Table III (opposite). 

(tn) Post-war Railway Finances. The post-war years have 
proved rather difficult so far as railway finances are concerned. This 
was mainly due to the strain of the Second ^orld War, the partition 
of a united railway system into two, the evacuation of refugees, 
the violent civil disturbances in the Punjab, the aggression and 
lighting in Kashmir, the Hyderabad police action and the urgent 
need for distribution of food grains and coal all over the country. 
These problems were at once difficult and unparalleled in their 
nature and intensity. There was complete dislocation in finances. 
As a result earnings dropped and expenses increased in the first 
months after the partition ( the 15th of August, 1947). There was 
thus a deficit of Rs. 2 74 crores which was met by withdrawals 
from the Railway Reserves. 

In the budget for 1948-49 the total income from traffio 
reoeipta is expected to be Rs. 204-6 crores in the revised estimates. 
The expeoted working expenses are put at Rs. 168'71 crores. Thus 
the net revenue oomes to Rs. 35"7 orores. After deducting the 
interest on the capital at charge from this sum, the net surplus is 
estimated at Rs. 16*83 orores. 

The traffio reoeipta in 1949-60, after deducting a loss due to re- 
bates, eto., oomes to Rs. 204 4 orores, out of whioh, working expenses 
depreciation charges and payments to worked lines totalling Rs. 172 
orores ought to be deducted The net revenue is thus expeoted to 

be Rs. 32-32 orores. Out of this amount Rs. 22-81 orores are to 
be deducted for interest oharges, leaving a net surplus of Rs. 972 

orores. 

These surpluses are to be disposed of by contributing Rs. 7'34 
orores to the General Revenues for 1948-49 and Rs. 472 orores for 
1949*6Rs* 0*84 orores are to be aided to the Kail way 

Betterment Fund in 1948-49. 


FINANCIAL BUDGETS OF RAILWAYS (IN CROBUS OF RUPEES) 

{For some selected years). 
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It has been considered that the Railway Depreciation Fund and 
the General Revenues are in greater need of contributions from 
railway income this year (1949-50) than Railway General Reserve 
and Railway Betterment Funds. 

The annual appropriation to the Depreciation Fund is made at 
one-sixtieth of the charge, but much more is needed in actual 
practice as the withdrawals will be more than twice the normal con¬ 
tributions in the coming years. 

It has, therefore, been considered necessary to re-examine the 
Convention relating to the separation of Railway from General 
Finance adopted in 1924 by the old Central Legislative Assembly. 

These surpluses are proposed to be disposed of as follows :— 

1948-49 1949-50 


Rs. 

4*72 crores 




)) 


4 72 crores 


to 

ai 


Rs. 

General Revenues ••• 7'34 crores 

Railway Betterment Fuud ... 0-84 

Railway Depreciation Fund ... 7'65' 

The normal contribution to Railway Depreciation Fund comes 
a little over Rs. 11 orores, but the withdrawals in 1948 49 
ount to overRs. 22 orores and in the next year to Rs 33 
orores. This will mean a complete exhaustion of the Depreciation 

Fund in a few years. 

(«») Railway Finance-Future. The Convention separating 
Railway from General Finanoes was adopted /n 1924. It was laid 
down that the Convention should be periodically reviewed In 1942 
Sir A Clow thought that the old convention could not take its 

ordinary oourse, for that would mean denying ™oh relief to 

naver as he could legitimately a9k for. In 1943, Sir L. 

BenthaU remarked that the Convention of 1924 had not achieved 
iW J bv l 939-40 no fess than Rs. 18 crores had been with 

ssfr-S S* sr r Jsasrwr as 

theOnterest charges. The.Convention, tad £ 

years, as a moratorium h sumluses to the general revenues. 

£r T Sore, proposed **£££ 1 S. SS 

after due consideration. He s^essea P after the war of 

X" d old'have been learnt in vain. 

TheKunzm Commiseion (1949) thought 
the working of the Conven 10 ° “ n( j price level beoame 

fras-adSh^sr*£■*■*?. — 
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of nine members was appointed in March, 1949, to review the work- 
ina of the Convention relating to the separation of Railway I r o 
General Finances, and to examine the constitutional administration 
of the Railway Depreciation Fund, the Railway Betterment .bund 
and the Railway Reserve Fund. The Committee is also expected 
to examine other ancillary matters and is expected to make re- 
commendations before the end of 1949. 

10- ' Railway Enquiry Committees. (^) The Pope uommi r tee , 
1932. The.Great Depression of 1930 lound tne railways unprepared. 
They could not only not pay the contrioution to the general re* 
venues ; they could not even pay the inoeres-j due oi ^he Capital 
at charge from 1931 onwards, m 1932, the services of a Britifeh 
railway expert, Mr. Pope, were ootamed to suggest economies. 
He recommended “job analysis” to be carried out on the main 
railways* activity everywhere in India and abroad, to attract tourists 
to places of historical, religious, architectural and natural beauty 
interest served by the railways • and to provide all kinds ol' 
amenities for travellers. To increase goo Is tradio a scientific study 
of exports and imports and rates and fares was proposed. 

At Mr. Pope's advice many other steps were taken to improve 
the finances of the railways during the years of depression, tor 
instance, in areas of great motor competition, cheap single and 
week-end return tickets were introduced ; street collection and 
delivery of parcels was arranged in big cities and freight rates for 
goods were reduced. Special “pilgrim trains’* to tour to placts of 
religious worship for different communities in mdia were run 
while special concessions were offered to sports teams and parties 
of touriots. The railways also pooled their resources in locomotives 
and mechanical repairs. In fact every effort was made to improve 
matters. 

(2) The Wedgewood Committee, 1937. Sir Ott> Niemeyer, tha 
financial expert, recommended the distribution of half the income- 
tax realized in a year among provinces in India on the oodTlition 
that the railways earned eniugh profits to pay tneir oontriDution 
to the general revenues. Hence the need for a thorough overnaul 
of the working of Indian railways on the eve of the introduc¬ 
tion of the new Constitution was urgent. Accordingly a pom- 
mittee was appointed in 1936 with Sir Ralph L. Wedgewood, 
Chief General Manager, London and North -Eastern Railway, as 
ohairman with two other members. The Committee submitted its 
report in 1937. Its main recommendations were that 

(«) the railways should stop paying their contribution to the 
general revenues and be made fully solvent ; 

(b) the Depreciation and General Reserve Funds of the 
railways should be increased until they were adequate 
enough for all purposes ; 

(c^ proper steps should be taken to meet the road competition, 

e. y., speeding up of trains, introduction of bus services 
etc.; * 
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(d) more service should be got out of the rolling stock for 

whioh more European mechanical engineering staff should 
be engaged; and 

(e) closer contact should be maintained with the Press and 

traders and business men in the country. For this purpose 
an information bureau should be organized. 

The various suggestions of Mr. Pope to effect economy were 
stressed and reiterated. 

There was a storm of indignation in India at the Committee’s 

recommendation of further Europeanizing the staff and the stoppage 
of contributions to the general revenues. These were rejected in toto 
by the Asstmbly and bir Sultan Ahmad, then .Railway Member, assur- 
ed the House that there would be no tampering with the oontribu- 
tions to the general revenues and no discontinuation of the policy of 
steady lndiamzatioa of railway services. 

(d) The Kunzru Committee. A Railway Inquiry Committee 
known as the Kunzru Committee was appointed in November 1946. 
^L)ue to the partition of the country in 1947 it could not report. 

The war had imposed a great strain on the railway system. 
Traffic had increased without a corresponding increase in rolling stock 
nor were rej lacernents possible. Movements of food, and the eva¬ 
cuation of refugees aggravated the trouble. Political and communal 
unrest in the country made matters worse ; besides, the railway per¬ 
sonnel and assets were divided between the two Dominions. As a 
consequence the recommendations were not as thorough as they would 
have been otherwise. The Kunzru Committee recommended the 
problem of regrouping to be postponed. They also recommended the 
^establishment of a Union Railway Authority in place oi the present 
"Board and pleaded for a co-ordination of all kinds of transport 
under a National Transport Authority. 

The Committee found that the efficiency of labour had gone 
down by 3J% to 40% on the average and that a labourer was not 
doing a fair day’s work for a fair day’s wages. This was believed to 
be due to apathy, fear of retrenchment, lack of discipline and in¬ 
experienced supervisory staff. The Committee thought that the 
prolit motive as a remedy was not praotioaole and gave prominence 
to educational training of labour so as to maxe the workers give of 

their best. 

11. Railway Rates. In the early days of railway construction 
in India the Government did not interfere with the Go npanies in the 
"matter of rates, apart from the fixation of maximum and minimum 
^charges. Each company had its own terms of contract with the 
Secretary of State. Hence there was a great diversity of rates in 

• the country. In 188/, the Government laid down some principles 

^for the fixation of rates on railways— 

(a) The State was to fix the maxima and minima oharge3, bub 
was to make no further interference as that,would hamper 
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lb) The State was to bejon the lookout that no undue preference 
was shown by the railways to particular persons or bodies. 

Attempts were made to bring about a uniformity in the classi- 

ficationof goods for freight cbargrs but they did not succeed. Dis¬ 
crimination in favour of foreign imports and European business men 
was rereistently complained of by Indian interests. Such complaints 
were P voiced frequently in the Legislative Council as well as before 
different committees like the Industrial and Fiscal Commissions and 

the Acworth Committee. * 

At present in India commodities are divided into 10 classes and 
maximum and minimum charges fixed for their transport. The rail¬ 
ways cannot infringe these charges without previous sanction of the 
Railway Board. These range between 0‘38 p. and 1 87 p. per nra. 

per mile. 

The fixation of minimum charges is a unique feature of Indian 
railways. No other country has it. This is because the State 
having guaranteed a certain amount of interest to the Companies, 
did not want their interests to suffer from reckless competition. 

The charges on Indian railways are not at all high and compare 
favourably with the charges on rail vays in other countries as is 

evident from the following table :— 

In centimes 1 2 


Country* 


Germany ... 
Great Britain 
France 
Canada 

U. S. A. 

Indii 


• • • 


• • 
i • • 

• • 


TABLE IV 1 

Passenger 

Kilometer 

2- 90 
239 
2*41 
3.98 

3- 69 
1 25 


Average Receipt 
per ton kilometer 

4-32 
4 83 
4-49 
1-84 
1-84 
2*60 


Defects. Discrimination against Indian manufacturing intereata 
waa one of those reasons which led to a demand for State 
management in preference to company management. 

Another complaint against the railways baa been that the system 
of fixing rates in India is “discontinuous.” If goods travel on two, 
lines, the rate is not calculated on the through-distance, but on the 
distance travelled over eaoh line separately. 

The Acworth Committee recommended a Railway Rates Tribu¬ 
nal similar to the one created in the. United Kingdom by the Rail¬ 
way Act of 1921, on the ground that there was a great discontent in 
India due to the alleged discriminatory rates, but the Government 
did not see their way to implement the proposal. The Government 
felt afraid that tho decisions of an independent Rates Tribunal might 
interfere with their finanoial interests. They only oreated a Railway 

1, Centime is ICOtb of a franc. 176 franes could purcheee £1. 

2. Report of the Wedge wood Committee. 
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. • . • , in 19 '6 with very limited powers. This body 

Aas neither been very useful nor popular. 

Railway Rates Tribunal It was stated by the Transport 

en ber in March 1949 that “ a new Railway Rates Tribunal will 

start functioning shortly ” This will provide a more satisfactory 

machinery to decide disputes in connection with rates and will go a 

wn y to satisfying the public that their complaints regarding 

differentiations in rates and charges will be decided by an impartial 
authority. 

12- Railways To-day. The Railways have to faoe and solve a 
number of complex problems which are briefly mentioned below 

(^) Effects of War. Traffic in goods and passengers has 
increased without a corresponding increase in rolling stook while re¬ 
placements have been held up due to non-availability of material. 
A very large number of locomotives and wagons are overage. Spare 
paits are also not obtainable. 

These difficulties have been aggravated by new and inexperi¬ 
enced p» rsonnel appointed to cope with the increased work. Short¬ 
age oi food, iemobiiiza* ion and movement of surplus war materials 
have made condition* worse. The war in Kashmir and the Hyderabad 
police action have added to the difficulties. 

(2) Kff cts of Partition . On top of it came the partition 
which brought about severe communal unrest. This resulted in 
serious shortage of essential workers in particular categories. 
Skilled technical staff opted out to the other Dominion. This added 
to the inefficiency and corruption. There was a loss of well equipped 
workshops like the Moghulpura and KinchiDpura and a further 
division of assets which meant a deterioration of resources. A large 
division of traffic ensued due to the loss of Karachi. Goods had to 
be moved along routes which were not equipped to deal with so 
much traffio as Bern bay was the only poit of arrival. 

(3) Regrouping of Railways, There is the problem of grouping. 
Amongst the 9 units of Railway Administration in existence, 
the route milage varies from 1,231 on the Assam Railway to 4,457 
on the East Indian Railway. Their operation ratios vary widely 
and some of them are living on the others. The present geographi¬ 
cal distribution is a haphazard growth and needs revision. 

' Tndia is now one. There are no more free States as existed in 
British India. It is mostly essential that railways in Indian States 
should now form a part of the main railway administration in the 

oountry. 

(4) Transport Bottlenecks. There are bottlenecks in railway 
transport. The railways cannot carry all the traffic offered. Hence 
a Rail Priorities Organization has been set up to determine national 
priorities and to programme movements of food, steel, textiles, 
cement, etc. Efforts are being made to carry full train loads, to speed 
up goods trains and to quicken the turnround of wagons. Orders 
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have been placed in the U.S.A., Canada, and the U.K. for all kinds 
of locomotives '863 in 1949). More w»gons (over 4,000 in 1949) are 
being placed on the line every year. Track is being improved and in 
some cases doubled. But there ere large arrears of locomotives and 
rolbng stock to be made up and it will take time to replace them. 

(5) Ticket less Travelling and Corruption. The problem that 
worries the ordinary man most is that of over-crowding. While the 
number of passengers has doubled itself since 1939 the train capacity 
has fallen to 85 per cent 1 . Another factor is the huge ticketless 
travelling particularly in the U P. A complement of railway magis¬ 
trates and police has been appointed to check the evil. Conditions 
are improving in this direction. 

A special scheme has been evolved by the Railway Board to 

coordinate Police and Railway administrations for detection and 

investigation of cases of bribery and corruption. Thus by the end of 

December 1948, a large number of oases was investigated and 
action taken. 

. , f\ Lai,our Pr blems. Railways constitute the biggest national- 

rndia with a ca P ital at charge over Rs. 123 orores and 
over eight lakhs of personnel. It should be so administered that the 

l bourers employed are contented and render best service to the 

W ' tb a national Government at the helm of affairs it 

in hlndYVi- r j U °r d Programme of labour welfare is being taken 

"-• ‘ nll .'j t'u ° r ‘ mmiti T ,uch « koapitoU “<> di.pensariee, 
ternity and child welfare centres and schools and institutions are 

^d Dg and en d d * The C C, ntral Pa y Commission scales have been aocep- 

shops in place of dearness allowances. V K 

element/. 1 *® ° f . , amenities 1 * ™ seen that there are subversive 

Sotnt'ft 8 “ d ‘ hrea ’".' r toly bT l^ra wOTkmg fo^ 

own nefarious ends, which is regrettable. 

A memt * es 1° Claes III Passengers. Efforts are being 

br^ mediat * e C j 8S has been Polished from 1st January ? 1949 8 an d 
III passengers are in 5 e “ ded to b ® provided for Class 

seats a in t e hem d f eCi 1 ed ****** specif 

than 300 miles.^ longdlstanoe Cla8s 111 passengers travelling more 

estimL^AV™/ Pl f n for Rai Jways. It is impossible to make any 
postwar paus JfTherc ^ in the — future untU the 

Gove rnment of £23 ^ t 

1- Mr. J. Mathai—Budget speech for 1948-46. n. a. 
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•a practical basis. The basic plan aims at the following objectives—: 

(а) Rehabilitation and replacement of looomotives, wagons 
and other equipment worn out during war-time. 

(б) Establishment of factories to manufacture boilers and 
locomotives in India. The Mibijan (Chittaranjan) Workshop on the 
E. I. Railway is being built up to manufacture boilers and 

looomotives. 

(c) Improved services for goods and passenger traffio, 

(d) Extension of railway activities to other transport services 
—road, air, etc.—either through actual operation or by acquiring an 
interest in them and running them through public utility corpora- 
tions consisting of the Central Government, provincial Government 

and private interests. 

(e) Providing speoial amenities for lower class passengers both 
in trains and at railway stations. 

(/) Regrouping of railways in the light of State ownership. 

This would also evolve a new rates structure and remove the discon¬ 
tinuity in the rates due to different lines having been owned and 
run by different companies in the past. One gauge standard is re¬ 
commended for the whole of India. 

(a) Construction of 5,000 miles of new lines in undeveloped 

areas. , . . . 

(M Absorption of demobilized army personnel and develop- 
ment of staff welfare organizations to improve the conditions of rail¬ 
way employees. 

This will need an expenditure of Rs. 319 orores m «J«n ye.™ 
. r _u: n u i vK crores will have to be met out oi tne 

Depreciation EWleav.ng Rs. 194 orores te be raised by loan. 


I 




TRANSPORT IN INDIA—ROADS 

1. Benefits from Roads. The main advantage offered by 
road transport is its flexibility. Motor lorries and buses oan 
easily collect and distribute loads from door to door and pick up 
and put down passengers anywhere needed. Railways are fixed to 
their tracks and cannot undertake this kind of work. A road 
transport company can easily try new routes and ply its vehicles 
where it gets better customs. It does not need muoh capital to 
start a concern of this type nor does it need muoh traffic to earn 
fair dividends. 

Rural areas oannot possibly be served by railways as the 
distances are small and traffio insufficient. What is needed '8 a 
network of roads to reach the railheads. These roads will not only 
serve the villages, but will supplement the railways and add to* 
their income. 

In 1946, the total number of civilian motor vehicles on roads 
in India (excluding States) oame to 1} lakhs of which 50,000 
were buses and lorries. This means one motor vehicle for every 
2,017 inhabitants, against 2 vehicles for one person in the U.S A. 
and one vehicle for every 15 persons in the U.K. 1 

It must not, however, be forgotten that India has a large num* 
ber of bull jok-oarts, “about six mdlion in all, of which four million 
use roads.” 8 They are very useful for small distances. If they were 
equipped with pneumatic tyres (with subsidized help from the 
Government) it would appreciably reduce the period of time a jour¬ 
ney takes, increase the carrying capacity of the carts, as well as 
save the roads from immense wear and tear. With better roads the 
transport cost saved would amount to some orores of rupees a 
year, as tha difference in the cost of operating a motor vehiole 
on a good and a bad (kutoha) road ranges between 18 pies to 
24 pies per mile. 8 

In addition to the beneficial effects on agriculture, i pip roved 
roads and quicker transport would help in the decentralization of 
industry. This is an urgent requirement taking in view the 
vulnerability of seaports from foreign air and sea attacks, and the 
great congestion in labourers’ residential areas in big cities. 


Roads would quioken the mental and moral advance me nt of 
the country, by bringing the villager to school and college and 


Antia Transport (Oxford). 

Dr. Sen—Reconstruction of India, p. 
The Hon’ble Mr. R. £L Parker—Com x 


. 402. 

meroe, December 1042, 
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creating in him. the will to improve. It should be remembered 
that contact with the outer world is in itself an education, A 
villager after a visit to a neighbouring town is no less than a 
Socrates for knowledge and wisdom, A knowledge of better 
things creates a desire to get them and acts as an incentive to 
improve the standard of living. Roads bring an improvement 
in the health of the villager and his animal, as they give him 
easier access to doctor and hospital. They result in more postal 
services in the country and equalize prices. More post-offices 
result in increased thrift and saving. 

The system of transport is unbalanced at the present time. 
The Road Development Committee stated in 1928 : “It is indeed 
somewhat incongruous that the total milage of surfaced roads in 
British India is only 69,000.” Even today the same incongruity 
persists. With more roads to link up the centres of production 
with those of consumption, the village will have greater security 
in life and property. Good roads will reduce the strain on draught 
animals and make them more efficient for the cultivation of land. 


It will be possible to transport the perishable produce of 
the village to town and to get rid of the largemumbers of parasitical 
middlemen who eat away the profits of the cultivator-seller. 
Co-operative regulated markets are possible only with the 
development of roads. 

2. Roads in India compared with those in other countries. 

Roads in India were not built on a comprehensive plan. They were 
built for military and strategic reasons as were the old Roman 
roads. They were mainly trunk roads and the earliest of these 
was built by Sher Shah. The main roads today connect Peshawar, 
Calcutta, Delhi, Bombay, and Madras. They were “marching 
roads”—to march soldiers to the point of danger, Th s is the 
reason why they were put in “the charge of military boards, one 
for each presidency” till 1855, when they were given over to the 
Public Works Department to manage. 

Today India possesses 95,000 miles of metalled roads, oement- 
ed, bituminous and macadamized, and 2,01,000 of unmetalled 
(kutoha) roads. The total milage of 300,000 is too little for a 
country* of India’s size and population. Out of this mitage only 

table will show how inadequately India ib equipped with roads 
as compared to other countries 

TABLE 1 


Country 


Japan 

• • • 

The U. K. 

• • • 

France 

• • • 

Germany 

• • • 

The Ue 8. A. 

• • • 

British India 

•• • 

a.a . . __I n 


Boad-miles per 
square mile of area 

3.00 

2.00 

1.89 

1.10 
1.00 
0 18 


Road-miles per 
100,000 of population 

684 
277 
1,392 
b 66 
2,853 
142 


I. Report of Royal Oommnfsion on ATgrUouiture. 
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Roads in India, metalled and anmetalled, are too few, both in 
regard to area and population. The worst served areas are those 
that are either too arid and thinly populated or too rainy and 
jungly with unbridgeable gorges and streams. 

3* Defects in the Road System. After 1855, when the roads 
came in the charge of the P.W.D., the influence of railways on the 
construction of roads began to make itself felt. As the railway system 
extended, it became increasingly necessary to build roads to feed 
the railways rather than to compete with them. 1 In spite of this, 
however, “30 per cent of the metalled roads in India are parallel to 
railways and 48 per cent of railways have metalled roads parallel 
with them or within 10 miles.” a Such is the tragedy of roads in 
India which were built not with an eye to the economic advance¬ 
ment of the country. The Government of India were more anxious 
to build railways in the last century ; in 70 years no less than 37,000 
miles of railways were laid (a fine achievement) while roads were 
generally neglected till recently. This has been in spite of the fact 
that highway is the first link in the production and distribution 
of agricultural commodities. Unless there are roads to link the 
rural areas with markets the barest subsistence cultivation will 
be carried on by the people. Lands will lie fallow and perishable 
produce will run to waste. Improved roads could convert all this 
waste into wealth but senseless competition with railways should 
be avoided at all costs in any future construction of roads/ 

4. Road Finance. The construction of roads depends on the 
nature of the soil and configuration of land. The severity of ther 
sun and rain and the possibility of floods and seepage of watee 
have important bearing on the cost of construction. Where 
labour is cheap, kutcha roads shou'd not cost much. Free corporate 
labour of villagers might be utilized for building local roads, the 
material and tools needed being supplied by local Government 
authorities. At other places machines like a Caterpillar Tractor 
and a Triple Roller at an initial cost of some thousands of rupees 
would be able to maintain kutcha roads at a very low cost. Most 
of the roads in India are kutcha and would remain so for long years 
to come. They are the responsibility of the District Board- autho¬ 
rities who are poor and ill equipped. To improve and 

enlarge roads they need generous susidies from the provincial and 
Central Governments. 

Road Development Committee , 1927. It was realized that roads 
were altogether insufficient in India. Accordingly a committee 
consisting of 14 members and presided over by Mr. Jayakar was 
appointed in 1927 to examine the question of road development. 
The Committee stated that roads in India' were becoming a national 
interest and as such should be the responsibility of the Centre. 
They argued that the income that resulted from roads in the shape 
of cust oms and excise duties on petrol and motor vehicles went to 

1« Report on Agriculture, p, 370. ’ 

2. Railway Enquiry (Wedgewood Committee) Report. 




INDIAN ECONOMICS 


the Central revenues. The additional petrol duty also benefited 
them. It was, therefore, reasonable that the Central Government 
should not only build arterial roads but maintain them and release 
local and provincial funds for local roac's. 

The Committee also suggested that railway funds should help 
in the construction and maintenance of roads which would feed 
and supplement them. The Agricultural Commission had suggest¬ 
ed loans for road development but the Road Development Com¬ 
mittee did not favour heavy loans for roads as they were afraid 
that these loans might prove an incubus for other nation-building 
activities of equal or greater importance. The Central Legislature 
approved of loans for road building in 1934 on the recommenda¬ 
tion of the Rail-Road Conference. 

The Road Committee recommended an increased duty of 2 as. 
per gallon on all petrol. The Government agreed to the proposal 
and a Convention was accordingly adopted in the Assembly m 
1930. The additional duty was imposed in the first instance for 
5 years. The proceeds from this duty were to bs accumulated in 
the Road Fund and grants made out of it annually to different 
provinces in proportion to their consumption of petrol while 10 
per cent of the duty was to be kept in reserve for special grants 
for expensive works. A Standing Committee for Roads was to be 
constituted every year out of the members of the Central Legisla¬ 
ture for advising Government on all matters concerning roads as 
well as recommending grants to be made to provinces. 

The Road Fund or Account was put on a permanent basis in 
1934 Usually a crore and a half of rupees were oredited to the 
Fund in a year. Allotments were made to different provinces every 
year Up to the end of March 1945, the Fund had received 
g, 22* crores. After transferring Rs. 4 4 crores to the Reserve 
r 3 * 12-8 crores had been distributed to the Provmces Rs.^ 2, 

crores to the States and Rs. 67 lakhs to the Minor Administrations. 

As the railways were facing severe competition from motor 

traffic, * failed to put into operation steps recommended 

Ky aT the P Governor-General to oontrol and regulate motor traffic the 

the Governor-Genera^ Jh^_^ Government delayed unreason- 
ab ly lo„g in «p™dmg -t There M how „ ial Govlsrn . 

* C 'r h °Si' Otto Niln eyer h.. made the proeperity of railway, 
“'““sentift oondUion for" di.tribution of income-tax among the 

provinces. . . .. Roads are a provincial subject and 

5. Road. » d looal ro i, ada . . About 1,78,000 

miles of roads are mainta y addit|on there ar0 mow 

thfn 18 000^in iles 'of roads Maintained by municipalities. 
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With effect from 1947 the Central Government have accepted 
the liability for the construction and maintenance of roads classified 

as National Highways (that is, such'main roads as run through the 
length and breadth of India and connect major ports, cities and 
capitals including strategic roads needed for t^e defence of India). 
There are about 14,000 miles of such roads in the Dominion of 
India after partition. The Government have laid down the condi¬ 
tion that no tolls or taxes will be levied by provinces and that the 
provincial Governments will take special care to foster development 
of district and village roads. 

Obviously the provision of road funds is a very cumbrous 
process. The finances come from a variety of sources : (») through 

petrol tax collected by the Centre ; ( ii ) motor vehicle taxation by 
provincial Governments ; (in) allocations from funds of local boards ; 
and ( iv) loans. This is defective as enough funds do not come forth. 

6. Rail vs. Road Competition. There is no doubt that road trans¬ 
port is considerably cheaper than railway transport. It does not 
need huge stations and expensive staff. The cost of building and 
maintaining roads is largely defrayed by the tax-payer, not the 
owners of motor vehicles. Besides, the road-hauliers are small 
people, not conversant with correct accountancy practices. Henoe 
the rates they quote are often uneconomic and irresponsible. The 
Depression that hit India with the rest of the world in 1929 resulted 
in a great deal of traffic being diverted from railways to roads so 
much so that the railways could not earn enough to pay the interest 
on capital at oharge or their annual contribution to the general 
revenues. The Government was, therefore, compelled in 1932 to 
appoint the Mitchell-Kirkness Committee to conduct an enquiry 
into the rail-road competition. The Committee reported in * 933 
and recommended a stricter regulation of motor traffic as one of the 
measures to remove the competition. They also suggested the 
creation of a*Central Advisory Board of Communications. Accor¬ 
dingly in 1935 a Transport Advisory Council consisting of the 
Minister in charge of roads in the provinces was formed. A new 
Department of Communications was also created as had been 
recommended by the Acworth Committee and later by the Road 
Development Committee The new department was put in oharge 
of railways, road3, waterways, aviation and posts and telegraphs. 

In 1937, the Wedgewood Committee also considered the rail¬ 
road competition problem and recommended protection of railways 
against the unfair competition of roads by controlling, supervising 
and licensing motor vehicles. They also stressed t)ie importance 

of railways participating in road traffic. 

% 

The Motor Vehicles Act was passed in 1939. Its objects were 
the control and co-ordination of road traffic. Regional Transport 
Authorities were to be constituted in each province to control 
motor vehicles which were to run under permit to carry no more 
than the prescribed number—ef-passengers or load, to run within 
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fixed speed limits, and to work not more than 9 hours a day or 45 
hours a week. After June 1943, all motor vehicles were to be insured 
compulsorily for third party risks. Any infringements of the above 
regulations were visited by big fines. This Act is a very important 
piece of legislation and codifies regulations for the safety and 
comfort of passengers and goods. It has been deservedly styled the 
‘Highway Codo’ for India. 

7. Co-ordination the only remedy. Co-ordination means 
adjustment of oifierent kinds of transport facilities to public needs 
eliminating in the process unnecessary duplication and consequent 
waste of time, money and energy. There is ample room for both 
roads and railways as well as water and airways in this country. 
They must wcik in harmony for the good of the country. 
Voluntary co-ordination is impossible from the ver y nature of the 
thing. Wholesale nationalization of all transport services is also 
impossible in the present set of circumstances. The only feasible 
alternative left to be adopted is statutory regulation of transport 
services in India so ttat they do not overlap each other and work 
in their own spheres. Unfortunately transport services have had a 
haphazard growth without a plan, so it is not an easy job to fix 
them to their spheres. 

Efforts at co-ordination . In order to stop the ruinous compe¬ 
tition against railways the Central Government enacted the Motor 
Vehicles Act to regulate and control motor traffic. (The terms of 
the Act have been given in the last chapter.) The provinces had 
adopted a laissez fairs policy which gave India an unorganized and 
inefficient type of Toad transport. This policy, as the Wedgewood 
Committee remarked, was giving India “the worst of both worlds— 
unprcsperous railways and inadequate roads”. It is not certain 
yet whether the Motor Vehicles Act will protect the railways against 
unfair competition. If not, further steps will have to be taken to 
strive for the “unattainable 1 n perfect co-ordination. 

The Motor Vehicles Act is expected to eliminate the unfair 
competition against railways and incidentally to safeguard the life 
and property of the passengers and make road travelling more 
comfortable. At the recommendation of the Wedgewood Committee 
the railways started participating in road transport and opened 
motor out*agencies at railway terminals to hill stations where they 
did not go. Speeding up of trains, running of frequent diesel 
coaches, and provision of amenities for lower class passengers would 
help the railways to meet road competition. . Cutting down of 
expenses by retrenchment of unneoessary posts, progressive Indiani- 
zation and lower grades of pay in the higher cadres would also assist. 

8 Spheres for Different Transport Services. So far nothing 
has been done to define the spheres of different forme oftr^sport. 
The achievement of lasting Buccess is impossible without that 
Railways can carry bulky goods and long-distance passengers at 

" f YVeiigftwood Railway Enquiry Committee# 
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cheap rates; while motor vehicles will transport goods of a perish¬ 
able nature and passengers for short distances. As far as possible 
motor transport should be made to confine itself to running on 
feeder roads ; otherwise as Sir Guthri Russel said, “If motor lorries 
are allowed to carry the highest rated goods, or to skim the cream 
of the traffic, the result must be a raising of other rates.” Regional 
Transport Authorities in different provinces should issue licences on 
the zonal system, so that public vehicles run only on prescribed 

roads. 

The War Transport Department has been followed by a Communi 
cations Department. This department looks after the development 
and co-ordination of all forms of transport. Railways are, no 
doubt, a Central charge while roads are a provincial one. In the 
long run their interests are the same, though they might seem to 
clash occasionally. The Central Government have undertaken the 
liability of building and maintaining National Highways and left 
the provinces to construct feeder roads in the districts. 

It is not suggested that railways should be bolstered up but 
they are a valuable national asset with an investment of over 
Rs. 700 crores. They must remain solvent and at t he same time 
provide all possible conveniences to passengers. If they are involved 
in deficits, the . additional burden will fall on the tax-payers. To 
allow cut-throat competition between roads and railways and have 
the latter ruined would be cutting one’s nose to spite one’s face. It 
is essential to make them complementary to avoid waste. There is an 
urgent need to expand roads as has been proved already but the new 
construction should help railways rather than compete with them. 

9. The Zoning Scheme of Co-ordination. To meet India’s 
growing needs of agriculture and industry a systematic development 
of her transport lines is needed, but this can be done only after the 
problem of co-ordination has been tackled successfully. To solve 
this problem the Government of India have promulgated a rail road 
co-ordination scheme “which aims at unified control of transport and 
its development” with a view to preventing the pre-war unregulated 
out-throat competition, to stop rate-wars between roads and 
railways, and to eschew unnecessary duplication of services. 

The method adopted is the formation of joint companies in 
which the road operators, railways and the provincial Governments 
will be shareholders in fixed proportions. This scheme has been 
already given efiect to by some provincial Governments. The 
Government of India have passed the Road Transport Act, 1948, 
empowering provincial Governments to incorporate, regulate and, 
, if necessary, wind up Transport Corporations. 

Zoning will reduce wasteful competition and bring about rail¬ 
road co-ordination and has many points to commend it. The fear 
that it might smother the healthy development of road traffio and 
bring about domination of road by railways is largely misplaeed 
An alternative suggestion put forward by the Ipdia Roads and 
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Jf T rt • development Association also deserves consideration, 
lhe Assoc.atjon recommends the revision of railway rate structure 

ct'Lhq Tk 8 the ^ ates on heav y traffic and reducing those on light 
’ £ hl ® Wl11 Cft rtainly enable railways to oompete against 
motor traffic to a certain extent but'will not be effective enough to 
meet the situation. ® 


A® - Roads during the War. On both the eastern and western 
r n iers oi India there was a considerable expansion and improve¬ 
ment in roads. Assam and the hills bordering on Burma have had 
anetwork of roads laid for carrying military traffic. A road on the 
N.-W. Frontier connecting Pathankot with Jammu was built to 
render military help to Kashmir against Pakistan. The cantonment 

area roads were improved and expanded all over the country to 
tram army drivers. J 


There was a great reduction in civilian traffic due to (a) petrol 
rationing ; (b) sale of motor-cars and lorries to the army for train¬ 
ing purposes \ and (c) fall in the imports of motor vehicles from 
abroad. Efforts were, however, made to find alternative sources 
of power to replace petrol. Producer-gas was found to be fairly 
useful and designs for the construction of producer-gas plant were 
supplied to the factories producing them. It was estimated that 
1,000 motor vehicles converted to the use of producer-gas could 
save i£ million gallons of petrol in a year. By 1945, 25,000 
vehicles were converted to producer-gas at a total cost of Rs. 3 
orores and giving a saving of 30 million gallons of petrol a year. 


11. Roads in Post-War Times. The importance of the deve¬ 
lopment of roads for the trade, industry and agriculture of India in 
the future has been sufficiently stressed. The Hon’ble Mr. Parker 
writes: “If India is to progress towards greater prosperity, the first 
essential is the provision of an adequate network of roads.” The 
Government seems to be alive to the problem. On 31st July, 1913, 
the Consulting Engineer to the Government of India placed before 
the Standing Committee for Roads information about steps taken 
by the Government about post-war planning for India. 

In 1944, an ambitious and comprehensive 20-year plan was 
promulgated by Sir Mohd. Dsman, the then Member for Posts and 
Air, for 400,000 miles of new roads in the post-war period. The 
proposed financial provision is as follows 


^1) National Highways 
„ trails 
(2) Provincial Highways 
(3 District Roads (major) 

„ (other) 

( 4 ) Village „ 

Arrears of war years 

Bridging 

Land acquisition 


... ... Rs. 47 orores ... 22,000 miles 


& 

5 

99 

• • • 

3,000 

99 

9 

21 

99 

• • • 

66,000 „ 


9 

62 

99 

• • • 

60,000 

99 

9 

80 

• 

99 

• • • 

100,000 

99 

• 

30 

99 


160,000 

99 

9 

10 

*9 




9 

46 

99 




9 

50 

• 9 





Total 4o0 orores 400,000 miles. 


’ ‘Complete integration was planned to assure communications 
b«tween urban and rural areas. It was visualised that India would 
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have an efficient road system within 20 years. The partition of 
India, however, dealt a severe blow to all these plans which were 
laid under different conditions. Inflation and soaring prices have 
stood in the way of quick expansion. Still the Government of the - 
Indian Dominion have announced their intention to, undertake the 
construction of 13,000 miles of national highways. They will plan 
and control the national highways which will link provincial 
capitals and also design and site the major bridges. The other 
three kinds of roads will have to be developed by the provinces, 
but such development will be co-ordinated and controlled by the 
Centre. 

There are many gaps within the network of railways which only 
road transport can fill. Motor transport will serve the rural popula¬ 
tion as well as trade and industry in the country. It will penetrate 
into the remotest villages and connect them with the main transport 
system and develop marketing of fruit and vegetables. 

India has, however, very few motor vehicles compared to her 
vast needs. Progress of motor transport is not possible till India 
establishes motor-car factories for herself. Two joint stock compa¬ 
nies, Hind Motors and Premier Automobiles, have been floated, but 
so far (1949) the progress has not been quick enough. India has 
all the raw materials needed—steel, leather and rubber. Strict 
Government controls and a heavy import duty will also help the 
growth of motor industry. The only important thing lacking is 
trained technical skill. This is why contracts have been made 
with foreign motor concerns, like Ohryslers, for help. Indian 
factories should not be mere assembling concerns, but should 
gradually make spare parts, machines and engines. 



CHAPTER XXIII 


TRANSPORT IN INDIA—WATERWAYS AND AIRWAYS 




1. Waterways. Transport on water has a long history behind 
it. The Phoenicians and Romans carried on trade for thousands 
of years in cared galleys. Indians and Arabs distinguished them* 
selves as carriers and traders in old times. Water has always 
formed a great highway for trade. It is cheap ; it needs no special 
expenditure on docks and quays. 

Indian waterways transport is of two main kinds : (a) river 

transport and (6) Coastal or Marine transport. 

2. River Transport. This is perhaps the oldest and 
cheapest kind of transport. It does not need a permanent way. 
It does without signals and stations. Navigation canals, artificially 
constructed, stand in need of locks and lifts but they are nowhere 
so expensive as railways. Water transport is useful for the carriage 
of bulk y and heavy commodities of low grade, lika coal, timber, 
raw ores, etc. Cost of transportation of these on water is very low 
indeed. 

Water transport suffers from the drawback of slowness of speed. 
Configuration of the country also interferes with it. For instance, 
the rivers in South India are no go^d for navigation purposes except 
in their deltaic stage where, however, the canals are important 
highways for traffic. In their earlier stages, rivers move through 

difficult oountrv which makes them unfit for any kind of transport. 
The rivers in Northern India are navigable for hundreds of miles 
inland. In Bengal and Assam, the Ganga and its tributaries, and 
the Brahmaputra are navigable for thousands of miles. The Indus 
and the Chenab were fine streams capable of carrying boats and 
ships for long distances but they are in Pakistan now. 

3. Comparsion with Foreign Countries. Many countries in 
the world have a well developed system of inland water transport. 
The U S.A. and Canada have fine systems of lakes and rivers 
linked together by navigation canals. The lowland of North France, 
Belgium and Holland have a fine network of canals linking up the 
navigable rivers. It is possible to travel from the Mediterranean 
sea to the English Channel or to Bordeaux by water. In France no 
dues of any kind are charged for use of canals. Germany, too, has 
a thoroughly planned system of navigation canals used for carrying 
largo quantities of bulky goods. England’s rivers are navigable, 
but her canals have been ruined by the competition of her railways. 

Indian rivers in the North have sufficient, water throughout the 
year to carry heavy boats. They were largely used for transporting 
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passengers and goods in Hindu and Muslim times. In British times 
they have been neglected, because the State is vitally interested 1 
railways. The competition from railways has reduced transoor on 
rivers to the barest minimum. There is ample scope for e 
development of both railways and waterways in a vast country like 
India. The Industrial Commission pointed out in 1918 that the 
vested interests of the railways have prevented waterways in India 

from- receiving the attention that has been given to them in other 
large countries with satisfactory results.” Many examples ot e 
unfair competition offered bv railways to waterways were lai 
before the Acworth Committee who suggested an enquiry into the 

the rcatttr. 

With the heavy pressure laid on railways by the present war 
emergency, the War Transport Department is trying to develop 
alternative means of transport. Measures should be adopted to— 

(a) improve the navigability of rivers, 

(b) construct new artificial waterways, and 

(c) progressively use steamers, tugs and power-driven barges 

in addition to country craft. 

It will have to be admitted, however, that the main obstacle 
in the way of the development of Indian waterways is their own 
condition which has in cases deteriorated due to the opening of 
irrigation works. As far as possible irrigation oanals should be 
usable for navigation purposes too. 

4. Marine (Coastal) Transport. In the past there was 
uncontrolled competition between railways in India and coastal 
traffic. The National Government is now wide awake to the need for 
fcon ng traffic and a proper development of coastal traffic is 
expected. 

Ii dia had a sea*hoard of over 40,000 mile? and a vast foreign 
trade of over Rs. 600 crores in normal times before August 1947. 
And she had no more than l£ lakh tons of shipping to shoulder the 
burden. This came to a bare 0 24 per cent of the total world 
shipping 4s against the U. K., the USA. and Japan’s 25 9,17*29 and 
8*1 per eent, respectively. This was mainly due to the fact that the 
Government of India had always offered a cold shoulder to the 
growth of Indian shipping. The Government found it impossible 
to render any help as they felt afraid of British shipping interests 
suffering from Indian competition. 

Even now the coastal trade is mainly in the hands of foreign 
countries, especially the U K. The Indian share is very small, 
barelj 7 25 per cent. All countries that can boast of a position in 
the maritime countries of the world have had to reserve their 
coastal trade against foreign shippiug. British Navigation Aots 
were in operation not so long ago. The U.S.A., Japan and Austra*. 
lia are no exception in this matter. 

5. Efforts to Improve Conditions. The Indian Mercantile 
Marine Committee in vain recommended the reservation of ooastal 
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waters to Indian shipping in 1923. Mr. 8. N. Haji’s Coastal 
Reservation Bill could not become law nor did his Bill for the 
Abolition of Deferred Rebates meet with any better fate. Sir Abdul 
Halim Ghaznavi’s ; Coastal Traffic Bill, which only wanted to re¬ 
gulate unfair competition, was also shelved as being “unnecessary 
and likely to promote a mania for shipping companies.” Before 
( the war the Government felt anxious at the competition offered by 
Japanese and German ships in Indian waters and were proposing 
to legislate against them when the war intervened. The recom¬ 
mendations of the Mercantile Marine Committee made with a view 
to create and encourage an Indian marine were turned down by 
the Government except the provision of a training ship ( Dufferin) 
at Bombay for training Indian cadets. 

During the recent war, the Royal British Navy having its 
hands full in the other theatres of war, the vulnerability of India’s 
position was glaringly revealed. Millions were starving in Bengal, 
and India had no adequate shipping of her own to transport food 
supplies for them and had to let them starve. The Government 
of India realized the gravity of the situation and pledged themselves 
to a policy of assisting in the development of an Indian mercan¬ 
tile marine. The Government appointed a Reconstruction Policy 
Sub-Committee which submitted its report in April, 1947. It re¬ 
commended a strong national policy, of shipping and fined a 
target of 6 lakh tons gross by 1950 and 20 lakh tons in the long 
period. They advocated that india should secure cent per cent ot 
her coastal trade, 75 per cent of her trade with Burma and 
Ceylon and 60 per cent of her overseas trade. 

6 After Partition. Since August, 1947, when India became 
an independent dominion, the Government have been making 
strenuous efforts to improve marine transport In a year and a 
half the gross shipping tonnage has increased from 1£ lakh tons 
to 3 lakh tons. A fully equipped dockyard has been built at 
Vizagapatam which has turned out Jal Usha and Jal Probha -—two 
steamships of 8,000 tons eaoh. More are under construction. Plajxs 
are being made to set up three shipping corporations with a capital 
ofRs. 10 crores each, Government subscribing 51% of it or 


more if needed. 1 

India has now a coastline of over 2,500 miles in length, 
but the number of seaports is small. Ninet J P er cent In ^ lft 8 

sea-borne trade is centred in the four ports of Calcutta, Bombay, 

Madras and Vizagapatam. With the loss of Karachi after 
partition, there is no big port along the ] 000-mile-long west coast 
left to serve a vast hinterland. So Kandla and Okha have been 
sel ected to be converted into major ports. They are natural 

1. Costs of constructing ships in India „re wHhS- 

when the Dutoh started suob a war. 
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sheltered harbours. Kandla has over 30 feet depth of water and is 
best suited to replace Karachi. It is only 656 miles from Delhi. 
Vizagapatam on the east coast has a great promise in the future, 
while Okha lies in a strategic position on the extreme point 
of the Kathiawar Peninsula readily accessible to large ships in all 

seasons of the 3 ear. 

7 . Aviation in India* Flying began in India in 1911 when a 
few exhibition flights were given at different places. The war 
demonstrated that India had a fine geographical position as a link 
between Europe, the Far East and Australia. The real progress < 
in civil aviation began in India after World War I, but the Gov¬ 
ernment of India was inert in the matter and provided only a few 
landing grounds for foreign aviators. In 1927, the Civil Aviation De¬ 
partment was formed, civil aerodromes were established and Flying 
Clubs founded. In 1929, India was linked with London by a regular 
weekly air service. In 1932, Internal air services were opened to 
Allahabad, Ca cutta and Colombo by Tata Airways Ltd. The 
Indian National Airways Ltd. was established in 1933. The Indian 
companies got contracts for carrying mails. -In 1938, there were 
nine external air services operating every week across India and 
providing direct air communication between India and Europe, 
Africa and Australia. During 1948, 15 lakh air-miles were flown. 

With the outbreak of World War II the development of avia¬ 
tion in India was remarkable. The civil companies had to give 
up their normal traffic and had to cater to the defence services. 
More aeroplanes were purchased, new services were started and 
their frequency wa 9 increased. An aircraft manufacturing factory 
was started at Bangalore for the mass production of aircraft. 
At the end of the war, India possessed a very large number of 
aerodromes scattered all over India. 

The following comparative figures of air transport statistics 
will indicate the rapid strides that civil aviation has made in 
India during the past two years ending June 30, 1948. 

July 1946 to June July 1947 to June 


1947. _ 1948. 

Miles flown (in millions) 7'5 * 10*6 

Passengers carried 

(in thousands) 189 315 

Freight (m million lb) 2-3 6*2 

Mails ( „ „ „ ) 1-4 1-3 


Total Load including 

Miscellaneous 10*9 million 17*1 million 

ton miles ton miles 

. The war gave India au opportunity to create a number of air 
squadrons daily^ increasing in number. A good deal of propaganda 
was carried on in colleges in India to secure recruits of the right, 
physique and qualifications. Lord Linlithgow came to the 
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conclusion in 1&43 that th$ Indian Air Force was expanding rapidly 
into a formidable weapon. The strength of the Indian Air Force 
has been rapidly increasing after the partitions and rightly so. 

A strong air arm and an effective navy are urgently needed 
for maintaining India’s liberty.. 

The Future of Civil Aviation. A movement is afoot in the U. K. 
to press the British Government to take action to adopt a concert¬ 
ed British Empire scheme to provide a. virile, up-to-date and 
highly organized air system and to create an Air Board with re¬ 
presentatives from the Dominions. It is realised that another 
world war may be kept back through the .development of air 
power. India must be a great airfaring country for safety’s sake. 
The importance of civil aviation in this direction cannot be ex¬ 
aggerated. 

The Federation of Indian Chambers of Commerce some time 
ago passed resolutions pertinent to the point in question. They 
wanted that the Government of India should see that in the 
internal air services the ownership, control aDd management of each 
air concerns as were licensed or given subsidies, should be Indian; 
that Indian interests were not sacrificed for the development of 
international aviation; that adequate facilities were provided 
for the training of Indian pilots ; and that India was not excluded 
in any future Empire training schemes as she' was in the Canada 

SChCDlGt _ . • #» r ii 

Another step in the right direction was the erection- of a lull¬ 
sized factory equipped with all the latest machinery from the U.S.A. 
to manufacture aeroplanes at Bangalore. This was meant to 
provide not only employment lor some thousands of skilled workers 
and technicians but also to stimulate the growing aluminium and 
other ancillary industries in the country. The factory was taken 
over by the Government fcr military reasons and was used to 
repair planes and assemble parts. So long as provision is not made 
for the production of aero engines in the country. Government 
planning for the development of civil aviation in India will remain 
incomplete in one very essential matter. Nationalist opinion' 
not te satisfied merely with the construction of aerodromes without 

aircraft. ineeri is another important desideratum. It 

includes the provision of all kinds^of facilities as meteorological 
and wireless stations, night landing facilities, und cement runways 
with expert ground engineer service. 

A vellow paper has been recently published by the Government 

are proceed P to be divided into (1) International services, (2, 

Trunk Lines, and (3) Feeder Lines. 

. k.a ratified the International Convention on Uvi 

A • 5 The international services will link up with the .ndian 

»t MU «d Calcutta India rill play ,t. l.gd™»te 

part in these plans. 
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The Government of India will take initiative in the 
planning and organization of the Indian Air Trunk Services which 
will cover 10,500 miles invol ving a flight of 7* million miles a 
vear through the maintenance of one return service a day 
between important points in India. In addition to passengers the 
services will carry mail and freight, the object being to bring flying 
to the middle classes to make it popular and earn profits. 

- The feeder lines will be left entirely to private enterprise 
but no air transport service could be operated without a licence 

from a Licensing Board which will carefully examine the financial 

and technical aspects of every scheme. 

State aid may be given in rare oases when the operator reaches 
a better standard of efficiency than the one laid down bat can¬ 
not reach the target revenue in spite of his efforts to reach the 
‘ * target operation costs.” The principle is unexceptionable. 

Schemes have been prepared for the training of technical 
personnel for aviation, including pilots, engineers, radio-operators 

and groundsmen. 

The Civil Aviation Plan also envisages aerodromes spread 
over the length and breadth of India. Out of these 91 are already 
in existence and only 20 more are to be constructed. Seventy- 
eight will 1 be equipped with night flying facilities. It has 
been decided to construct these aerodromes so as to serve— 

46 cities with a population of over a lakh 
29 towns „ „ of over 51,' 00 and 

36 „ „ of less than 51,000. 

The only drawback in the Government plan—and this draw¬ 
back is a material one—is that the Government are not planning 
for the construction of aero engines and planes in India without 
which aviation oannot achieve the desired success. Thus it is clear 
that there are three essentials for the successful running of air 

transport, namely— 

(») a sufficient number of airplanes, 

(it) properly trained groundsmen and flight personnel, and 

(Hi) a sufficient number of well-equipped airfields. The Gov¬ 
ernment of India are trying to expand its activities in all direc¬ 
tions. They have laid down that all mails where possible would 
be oarried by air while the increase in rates has been compara¬ 
tively small. 


CHAPTER XXIV 

THE TRADE OF INDIA 

t' ra ^ e °I India is of four main kinds : (a) Internal or Inland, 
(b) Coastal, (o) External or Foreign, and (d) Entrepot or Re*exporta 
of merchandise imported from foreign countries. 

A. INLAND TRADE 

1* Importance of Internal Trade for India. Ever since the 
methods of industry, agriculture and transport were revolutionized 
in Europe, trade between different parts of the world has grown 
enormously. The Industrial Revolution originated in Great Britain 
and then spread over to the countries of Europe. Goods were 
manufactured on a lar^e scale and markets found for them. Thus 
the raw materials and foodstuffs of Asia and America were imported 
in huge quantities and manufactures exported to them in exchange. 
The standard and wealth of European countries advanced rapidly 
while tropical countries producing primary commodities were left 
behind, although their lot also improved a little. 

To a large extent the same mutual inter-dependence persists to* 
day. Countries like the U. K. and Japan import raw materials and 
with their machinery and trained labour convert them into manu¬ 
factured goods and export them back at a vast profit to themselves. 
Hence external trade is the mainstay of their prosperity, nay, they 
depend on it for their very existence. Without raw materials and 
foodstuffs from abroad they will not only lose their pre-eminent 
position but very likely their huge populations will starve. Theirs 
is thus an unnatural, lop-sided economy. 

The case of India is different. She resembles the U. S. A. in 
this respect. Her internal trade is many times larger than her 
external trade. Even if we exclude the movement of goods inside 
the provinces an 3 States, we find that the volume of her internal 
trade is more than ten tim«s larger than her sea-borne trade. “She 
is a land of such vast dimensions, great population and rich 
variety of production within her own frontiers that she can well 
afford to work on an ideal of self-sufficiency.” India is a sub-conti¬ 
nent. She has a huge population and therefore an immense, self- 
contained market. Her natural resources are vast and varied. It 
is then reasonable to expect that with the improvement of her 
means of communication and progress of her large-scale industries, 
her internal trade should steadily grow in volume. 

Unfortunately, the internal trade of India has not received the 
same attention as her external trade. For one thing the foreign 
Government in India was more interested in propagating external 
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trade. The Indian railway rates and policy also favoured the litter 
at the expense of the former. Secondly, India until recently was 
a debtor country. She had to have a favourable balance of trade 
amounting to more than Rs. 30 crores a year. 

Recently the attention of Indian economists has been drawn to 
the internal trade of the country. Prof K. T. Shah has laid great 
stress on the trade between regional units on a national plane with 
rationalized production and distribution all over the country 1 . Prof. 
Naidu says that “a large country like India with its varied potent¬ 
ialities can afford to develop her internal trade and give the external 
trade a definitely minor place” 2 . Prof. Ramaswamy puts forward 
planning of food, raw mateiial and manufactures on the basis of a 
“zonal syptem.” 8 “India has a home market for local producers 
and manufacturers which, if properly developed, would reduce our 
dependence on foreign markets to the minimum,” 4 says Prof. Sen. 

No statistics are available to gauge the volume and character 
of internal trade in India accurately. Figures regarding Bank 
clearances do not provide us with a reliable index of either the 
value or the extent of the internal trade of India as they do in 
other countries. Nor are the railway statistics any more depend¬ 
able for tois purpose. The amount of goods carried by railways 
i largely depends on the prevailing conditions of trade and on the 
competition of road services. Besides we do not know the 
proportion which the railway traffic bears to the total volume of 
our internal trade accounted for by all transport agencies including 
bullock*carts. Hence our estimites of internal trade can only be 
based on surmises. The N.P.C.’s Sub-Committee on Trade, basing its 
estimates on Prof. K.T. Shah’s findings for 1921 22, has come to the 
conclusion that “it would be safe to assume that our internal 
trade is not less than Rs. 7,000 crores. This figure may be contras- 
ted with the size of our external trade which is about Rs. 500 
crores”. This estimate was made in 1940. Since then the effects 
of inflationary trends on prices, economic controls and other excep¬ 
tional factors must have greatly changed the total value cf the inter¬ 
nal trade, but the general outline of the picture as presented by 
the N, P. C. remain the same. We can safely conclude that judg¬ 
ing from various indications such as the consuming capacity of the 
vast population, the excellent geographical distribution of agrioul- 
tural crops, forest products, mineral products and allied industries 
in different parts of the country widely separated from each 
other and the peculiar triangular shape of India surrounded as she 
is by high mountains and deep oceans, the internal trade of India 
is huge in proportion and has vast possibilities. 

iv indication of the magnitude of inland trade is given to 
qs by the gross earnings and tra ffic on railways in India. It is 

Shah—Principles of Planning, pp. 91-92. 

o *? dusfcpial Problems of India edited by P. C. Jain, p 123 

3. Ramaswamy-- Economic Problems of India. 

• - fe en Economic Reconstruction of India p. 364. 
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seen that while leas than 4 lakh wagons were loaded on class I rail¬ 
ways in the Indian Dominion in August 1947, 6J lakh wagons were 
loaded in January, 1940, which is 34% more. Again the number 
of ton-miles carried increased from 1,232 millions to 1,805 millions in 
about-the same period. The average earnings increased by about 
60 per cent from Rs. 12 orores to Rs. 18 crores per month at the 
same time. This shows that inland railway traffic in the Indian 
Dominion is rapidly approaching the figures of undivided India. 

The accounts for the rail and river borne trade of India also 
give us a similar idea of internal trade. They show us that in 1938- 
39 no less than Rs. 900 crores worth of goods passed between the 
22 trade blocks in India. During war years the pace of industrial¬ 
ization grew to some extent. In post-war years in independent 
India, vast plans of rail and road construction have been laid down. 
As they come into effect, and as the engine and wagon position 
improves, the internal trade of India is bound to increase at speed. 
Besides, India is a changed India now. Before the partition there 

were about six hundred Indian States covering no less than 4 % of 

the area of the Indian Dominion. Most of them had raised their 
own customs barriers, which restricted the free movement of goods. 
Now they have all been either absorbed in neighbouring provinces 
or have been united into big economic bl'cks. They have all acced¬ 
ed t6 India. This step is bound to stimulate internal trade ultima¬ 
tely to heights never anticipated before. 

2. Future of Internal Trade. Although complete statistics 
are not available, yet a fairly accurate opinion can be formed about 

the increasing importance of internal trade in India. With further 

« planned ’ development in the means of transport and as a result of 
improved industrialization internal trade is bound to grow rapidly. 
The ultimate effects of the policy of protection and industrialization 
would be a decrease in iropoits and an increase in the total internal 
trade of the country. The necessity of having a favourable balance 
of trade has now disappeared. India has not only paid away er 

entire sterling debt, but has a huge amount of sterling assets to 

her credit in London. This foreshadows a greater utilization of 
naterials in the country and large purchases of capital goods 
from abroad as and when available. It is, therefore, essential that 
our internal trade should be properly planned and developed m the 

future. 

B. COASTAL TRADE 

3 Importance. India is like a pendant amongst the contin¬ 
ents HeTgeographical position and long coastline of over 2 500 
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mbre than *2% of the world tonnage. Her ships oarried a bare 
^5 per cent of her coastal trade. Mr. S. N. Haji and others tried 
a'nuMber of tinies to move the Government to reserve the coastal 
trade for Indian interests but their efforts always ended in failure* 
Due to rate wars and the deferred rebate system Indian shipping 
companies were not able to make much headway against British 
and foreign competition. The Second World War at last convinced 
the Government of India of the urgent need of having a strong 
Indian navy and a large mercantile marine. 

Ports . Although India has a long coastline of 2,500 miles she 
has very few good harbours. The West Coast ports are closed to 
traffic due to the violence of monsoon for 3 to 4 months in a year. 
The Gulfs of Cutch and Cambay and the seaport of Bombay are 
exceptions. The East Coast is surf-bound. Madras and Vizaga- 
patam are the only two harbours here and are both artificial but 
offer a safe berth to ships in all weathers. Calcutta is at a distance 
from the sea and is also handicapped by the sand-bars formed in 

the Hooghly and have to be constantly dredged out. 

. # 

To make up the deficiency in ports, specially after the loss of 
! Karachi, the Government of India are trying to develop some new 
ports. Accordingly, they have s elected Kandla, Okha and Mangalore 
for this purpose. Kandla creek is situated at the east end of the 
Gulf of Cutch and is a natural sheltered harbour with over thirty 
feet depth of water. It will serve to replace Karachi, being only 
656 miles from Delhi. Okha is situated on the extreme point of 
the Kathiawar Peninsula. It is readily accessible even to large 
. ships at all seasons of the year. Vizigapatam is a major port with 
great promise. It stands midway between Madras and Calcutta 
and exports the produce of C. P. It is now the centre of the ship¬ 
building industry. Its dockyards can build ocean-going steamers 
of about 10,000 tons each. During 1918 two vessels of 8,000 tons 
each, the Jal Usha and the Jal Prabha were built. There are 
two in the process of construction. 




Shipping . In 1939, India had only 30 ships with a total of 
less than 150,000 tons gross. This is a pitifully small number when 
compared with the size of India, its long coastline and its strategic 
position. The national Government of India has recognized India's 
weakness in this respect and is tryiog to rectify this state of affairs 
as quickly as posible. Private companies cannot command capital 
adequate for the purpose. Accordingly they have decided to form 
three shipping corporations‘each \*ith a capital of Rs. 10 crores. 
These companies will participate in overseas trade. The Govern¬ 
ment is pledged to subscribe 51% or more of the capital. 


f( U r have set a long-term target of 20 lakh ton9 gross of ship- 

ujpfog before them. The tonnage was doubled to 3 lakh tons by the 
end of 1948 and steps are being taken to increase it to 6 lakh tons 
by 1950. The Government have also promised to help against 
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rate-wars waged by foreign companies to eliminate Indian compe* 
tition. It is very necessary, now that India is free, to develops 
merchant navy as it will ultimately strengthen the Royal Indian 
Navy. - 

< C. EXTERNAL TRADE I 

4. A Historical Review, (i) Trade in Hindu Times. As far 
back as seme thousands of years before the Christian Era, India had 
trade relations with Egypt, Rome, Arabia, Persia, China and the 
Pacific Islands. She exported fine cotton cloth and other articles of 
great value and small bulk like metalware and perfumes. In return 
she imported minerals, Damascus blades, Arabian horses, Persian 
wines and gold. She also traded in Ceylon pearls and China silks. 

(i«) Trade in Muslim Times. In Muslim times, specially under 
the Moghals, the north-west oaravan routes through Kabul and 
Kandahar came to be largely used while the Malabar coast was 
the meeting place for trade from the Far East and the Ned bea. 
During the e times the character of Indian trade remained the 
same ns before and the imports chiefly consisted of costly articles 
of luxury, "the masses being tco poor to buy them. Dutch and 
Portuguese records ebow us the same trend of Indian trade when 
she exported fine muslins from Dacca, known as Gangetika in 
Europe. England was also one of our customers and her fane 
ladies thought it an honour to 1 e robed in India s fine products. 
India was a creditor country; her balance of trade and payments 
were both favourable to her. Her imports in merchandise were 
less than her exports and gold and silver made up the difference. 

(.»*) Early British Times. In early days the East India Com¬ 
pany encouraged industries and sent home Indian cal.coes and 
spices but as the 18th centu.y advanced, the entry of Indian manu¬ 
factures into England was either severely restricted by heavy duties 
or prohibited altogether. As the Industrial Revolution got 

a market for her manufactures. Thus the character of Indian trade 
changed entirely and India began to import goods she had pr - 

viously exported* 

(iv) The Beginning of Modern Times , 18Q4-W14. The opening 
i. t o Ponnl in 1869 ie a landmark in the history of India s 

fLehm trade. It reduced the distance between India and England 

\ MoroTancT^~bVom _ Akbar to^Trongzob. 

2 . B. Narain ,-India Before and Since the Cr.siB, Vol. t 
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industrialized herself, was now upon the free trade basis and Irdia 
followed suit. All these factors stimulated India’s foreign trade 
and resulted in a striking expansion. From Rs. 89 crorea in the 
quinquennium 1854-69 the total trade increased to Rs. 210 crorea 
by 1899-1904 and still further to Rs. 376 crores in 1909-1914. 

(t>) The War Period, 1914-1919. During this period both our 
exports and imports fell off very much as is shown by the follow¬ 
ing table:— 

TABLE I. 

In crores of Rs. (calculated on the basis of 1913-14 prices) 1 

Imports Exports Total 

1913-14 183 244 427 

1918-19 63 160 223 

It is seen that imports fell much more than exports while 
the fall in the total trade is almost 60 per cent. The ratio of 
exports of manufactured goods to total trade improved from 22 

E er cent in 1913-14 to 36 per cent in 1918-19. If India had 
een able to manufacture machinery or import it, she could have 
utilized this opportunity to industrialize herself more fully as 
Japan did. 

Reasons for the fall in trade may be summarized thus :— 

(a) Trade wi’h enemy countries stopped entirely ; with neutral 
countries it was restricted severely. 

(b) Destruction of vast areas of belligerent countries reduced 
their power of purchasing Indian goods. 

(o) Inflation in some countries had the came effeot on their 
trade with India. 

(d) Laok of shipping accommodation, rise in freights and insu¬ 
rance charges handicapped trade greatly. 

(ci) Post-war Period, 1919-1929. Just after the war was over 
there was a boom in trade. Indian goods were in great demand. 
But for the difficulties in railway transport in India and the high 
exchange value of the rupee our exports would have b en even 
greater. As usual, this boom was followed by a depression when the 
balance of trade became adverse to us in 1920-21 and 1921-22. 
After 1921-22, Indian trade stead ly recovered till normal conditions 
were restored. The table given below clearly enunciates these 
facts :—• 

TABLE II 

In crores of .Rupees. ( Include re-exports, but excludes Gov¬ 
ernment Stores.) 

Imports Exports 

222 3 6 

347 267 

2‘■2 241 

246 316 

249 318 


Year 
1919-20 
1920 21 
1921-22 
1922 23 
1929-30 


• •• 




Total 
658 
614 
630 
662 
667 


l. Table adapted trom P. C. Jain’s Industrial Problems ol Indi 


Balance 
+114 
—80 
—34 
+70 
+69 

p» 127» 
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India was still importing manufactured goods, but their .total 
importance in the import sheet was less than before, mainly due to 
Swadeshi movement and progressive industrialization resulting 
from protection. The Government too purchased their stores in 
India whenevr available. 


(vii) The Period of the %< Great Depression” 1929-1933. The 
thrash in the Wall Street in New York, “the greatest in its hifctory,”. 
started a fall in prices which ended in an unprecedented slump all 
over the world. Behind this immediate cause were other deep- 
rooted ones. One of the most important of these was the maldis¬ 
tribution of gold in the world. More than 60 per cent, of the total 
gold in the world was with the U.S.A. and France. The reserves 
of other countries weie depleted for want of gold and they had to 
deflate their currencies, which brought down prices still further. 
Another cause to which this slump can be attributed was the 
mechanization of agricultural methods and consequent overproduce 
tion in raw materials and manufactures. Political troubles in South 
America and India accentuated the fall in prices. The slump 
brought about an intense wave of economic nationalism every-! 
where; This led to tariff barriers, quotas and - bilateral treaties 
leading to a further reduction in trade. The high price of the', 
rupee at Is. 6d*, when all other countries were depreciating 
their currencies, discouraged Indian exports. Japan devaluated 
the yen and started dumping goods into India. This led to the 
termination of the Indo Japanese Trade Convention and a boycott 
of Indian cotton by Japan—resulting in further aggravation of 
the trouble. The prices of raw materials and agricultural produce 
fell mere than those of manufactured goods, hence there was a 
greater shrinkage in India’s exports than her imports. To make 
good the diflfeience between exports and imports India had to 
export a huge amount of gold amounting to over Rs. 360 crorefi 
between 1930 and 1938. But for these exports India’s credit abroad 
would have been ruined, as she had to find money to pay tor her 
Home charges. There was a dim glimmer of light in f933-34 to show 
that Indian exports had at last turned the corner and were on 


the road to recovery. 

(tiii) Recovery. In spite of intense economic nationalism high 
tariff barriers and limiting bilateral treaties, the years after 1933-34 
showed a gradual recovery in trade. This was m the mam due o 
(1) the adoption of the Recovery Plan m the V.b. A 
nd of similar plans elsewhere ; (2) restriction and regulation of 
the production ? of raw materials like rubber ; and ^ immense 
exDenditure on armaments all over the world due to the fear of 
wa P r The Ottawa Pact signed by the British Empire countries 

t only would this h'“e b£ 

r'lndL^poTtrtoShe “liniud Ki^do- . » -it of unequal 

% 



365 


. TRADE OF INDIA 

# * 


and privileged competition from the other Empire coirntries.” 1 < 
In 1934 the Indo*Japane3e trade agreement was signed and our, 
trade relations with Japan improved. The prices of raw materials 
improved resulting in an increase in the value of India’s com-, 
modity exports. Business went on improving till 1936*37 but in 
1937-38, there was a set-back in trade and business known as. 
•Recession* lasting till 193s 39 alien the race for armaments and 
consequent high expenditure all over the world led to a rise 
in prices and improvement in trade. Later the threatening clouds 
of War grew darker in the horizon, made people nervous and 
checked business activity. Japan all this time was busy with her 
private war against China and her demand for Indian cotton fell 
off; Our exports in 1937-38, as compared with the previous year, 
decreased. The fall in the purchasing power of Indian agricul¬ 
turists reduced their demand for imported goods. 

% 

t* « • • 

, i ». , , . . 

(ix) Trade During War Years. With the declaration of war in 
1939. the prospects changed. Prices tended to rise ; demand for 
Indian raw material and manufactured goods also increased. As 
a consequence Indian exports went up in 1931-40; and though many 
markets were lost to India, her exports actually rose in 1941 42. 
It may be pointed out that trade figures during these years suffer 

from many shortcomings For instance, ttiey do not include 
purchases made by the British Government nor do they take into 
account the Lend-Lease goods supplied by the U.S.A. or the Re¬ 
ciprocal Aid given by this country. The figures are further vitiated 
by the non-inclusiou of the purchases of Indian Railways or of 
Indian States which have a sea-board of their own. 


Total 

341 
410 
287 
317 
414 


TABLE III 

Foreign Trade of India (incluiin re-exports). In crores 

of Rupees. • ! 

Year Imports Exports Total 

.1940-41 167 187 341 

1941- 42 173 , 237 410 

1942- 43 110 187 287 

J943-44 118, 199 3i 7 

1944-45 204 210 414 

In spite of shortcomings, the above trade statistics move us to 
draw certain conclusions which may be stated thus :_ 

mu j a > Controls were imposed on radian exports and imports. 
They became very rigid -an 1942 43 when the total trade of India 
.was the least. Trade Controllers were appointed and no private 

A f ndlB6 r WaS - eX ?° rted ° r . itn P° rted without previous sanction, 
nrivnt i! priorities was instituted and lincences were issued to 

lelk™! * n neutral countries fchrou ;h whom there was a fear of 
leakage to enemy countr ies, were‘black-listed’ and dealings with 

1 - B.'K. Madan—India and Imperial Preferences, p. 190 . 





INDIAN ECONOMICS 


them prohibited, 
severer. 


As time passed checks and restraints became 


( 6 ) India lost many good markets as the war progressed. 
During the first twelve months many continental markets, like 
France and Italy, were lost to us either by defection or enemy cccupa- 
tion; In 1941 Japanese assets in India had to be Irozen, During 

the next year our Far-Eastern markets were also closed to us while 

war was being fought in Burma and Af*sam. In spite of these losses 
India d d not fare so badly as she found sorre new markets in 
the Middle East and expanded her exports to the Allies. 

(c) A third cause of the reoession in trade in 1942*43 was ex¬ 
treme shortage of shipping accommodation. Trade lists were care¬ 
fully scrutinized and all non-essential items ruthlessly scrapped. 
Most of the available shipping space had to be utilized for trans* 
port of soldiers and armaments The exorbitant freight and insu¬ 
rance rates also handicapped sea-borne trade. 

(d) As war beoame prolonged, stocks in the U. K. and the 
U.S A., the only two countries that could supply manufactured goods 
to India, became exhausted and could not be renovated due to their 
preoccupation with war. This ssrved as another important factor 
in the fall of imports—what India needed was not available and the 
raw materials to make what was needed were being used to make 
war equipment. 

(e) India’s exports in this war showed a much greater resilience 
than her imports. The adverse factors working against foreign 
trade brought about a far greater shrinkage in imports than ex¬ 
ports. The increase in imports in the last year of the war was 
the result of increased shipping accommodation being available. 
The decreasing enemy submarine activity was reflected in onr 
trade returns. The largest increase in imports was, however, 
under mineral oils, mainly consumed by the army. 

( x) Trade Daring Post-war Years. Tha following -[table gives 
us an idea of the trade of India in post-war years :— 

(In crores of rupees) 


• 

Experts including 
re-exports 

Imports 

Balancs 

1945* 

229 

232 

-3 

1946 

266 

292 

—20 

1947 

320 

334 

—14 

1948* 

428 

451 

—23 


1 . 


It is seen that the foreign trade of India attained higher 
levels both in terms of value and volume as the war 
receded to the background. 


1. Report on Currency of Finance. 19 k8, p. 28. Year end* 31st March. 
Includos transactions on Government account. 

2. C >Ueoted from monthly abstract of statistics Exports and ^ 

ao/a-ammt Treasure nob included. There was minus balanoe of Rs. 130 ororee 

on this account. 
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2. - Foreign trade was throughout influenced by the extension 
or relaxation of import and export controls by the 
Government of India. 


3« There was a growing deficit in the countrj *s balance of 
trade, particularly with hard currency countries like 
the T7.SA. This was caused by imports of food on 
Govern ment account, and by imports of consumer g r ods 
for vhicb the country bad been starving during war years 
and partly ly the urgent need for industrial raw materials 
like cotton and capital goods to replace worn out plant 
and machinery. 

4. Controls over exports were gradually relaxed, but overa 1 ! 
quantitative limits operated all the time. Controls were 
necessitated by Pakistan being declared foreign territory. 
Due to difficulties in obtaining dollar and other hard 
currencies, exports to such countries were licensed more 
freely than to soft currency countries. 

5. Efforts to Stimulate Foreign Trade in War Years. 


(а) The Home-Market . India lost many markets a9 a result of 
the war. Indian raw materials—cptton, oilseeds, hides and skins, 
usually exported to Japan, France and Germany—were lying 
unsold in vast quantities. The Government of India tried their 
best to encourage the growth of food grains in place of cash crops 
to^prevent a further glut in the markets and assured the cultivators 
that they would not alCow the price of food grains to decline unduly. 
As a matter of fact there was a big gap to be made up in place 
of the imports of rice into India from Burma. Moreover, large 
quantities of food grains were needed in Ceylon and Iran and to 
feed the Allied armies in the Middle East. There was little risk 
of prices of food grains falling—on the other hand, there was a 
great 'dearth of food in the deficit provinces and famine was 
stalking abroad. Hence the Government put into effect every con¬ 
ceivable measure to improve the situation in food. Subsidies were 
promised ; land revenue was excused for a few years if new lands 
were put under food crops ; and seeds of superior quality 
distributed free or at lower rates. 

In spite of the food campaign, the prices of all food grains 
soared up and Government efforts to control them failed. The 
Government also tried to discourage the cultivation of 
commercial crops directly and indirectly. They made speculation 
and contracts in futures in cotton and jute illegal. They purchased 
huge quantities of textiles on behalf of the Allies and also exported 
them to the Middle East, thus encouraging greater consumption 
of cotton in the mills through working day and night, 

(б) The Foreign Market . The Gregory-Meek Mission, Efforts 
were made to find new markets for Indian produce. 
In the pursuit of this objeot a mission, headed by Dr. T, E. 
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Gregory, Economic Adviser to the Government of India,' and 
Sir David Meek, was sent to the U.S.A. in 1940. They reported 
in 39 G, that the US. A, could not fill the gap of India’s lost 
Continental markets in- cotton, oil-seeds and other raw goods. 
This was but natural as the U.S.A. in addition to being an in 
dustrial country is an agricultural one par excellence. She did not 
need Indian cotton and she imported all the oil-seeds she needed 
from Argentina. The U.S.A., however, needed Indian - manganese 
are, mica and rubber, which was all to the good. The report further 
indicated that Indian fancy goods and curios in metalware, em¬ 
broidery, rugs and carpets could find a market in the U.S.A. 
Kashmir and Banaras-made goods were in demand there. Such 
a market, however, was not a steady market and needed careful 
study and constant nursing. 


Luckily India discovered useful markets in the Middle East. 
Turkey, Iran, Iraq, Arabia, Egypt and S. Africa came to her rescue. 
They not only wanted India’s food grains but also her textiles. 
Canada and Australia absorbed some of her goods. In 1940, an 
Export Advisory Council was constituted to* find ways and means 
to encourage exports from India and to help industry and trade 
\ in general. To forge trade links with foreign countries Trade Com¬ 
missioners or Consuls were appointed in a number of countries 
such as Afghanistan,Canada, Argentina, Australia, Egypt, Kenya, 
Natal, London and New York. As a consequence Indian experts 
abroad did not have too severe a set-back. 



6. Commercial Intelligence and Organization. India has 
Chambers of Commerce in all important provinces, some oft hem 
European, others purely Indian. They are responsible commercial 
organizations doing good work in making useful suggestions to 
Government and criticizing their actions when necessary. They 
educate Indian public opinion on current economic, commercial 
and industrial matters and serve as useful guides and mentors 


generally. 

Of course, India comes nowhere near the U.K., the U.S.A., 
Germany and Japan so far as collection of economic data and 
commercial statistics is concerned, but compared to former times 
the country is far better served. The Department of Commercial 
Intelligence and Statistics, the Railway Board, and the Information 
Bureau compile useful statistics and provide and disseminate correot 
information. The former keeps close contact with Trade Com¬ 
missioners and Agents abroad and takes active steps to give required 
publicity to Indian produots in foreign markets. The Department 
of Industries gives useful help and guidance to commercial and 

industrial firms in India. 

7 Peculiar Features of India’s Trade -1 . Pre war years 
(before 1939). Main features of India’s pre-war foreign ra e wer 

as follows^ ^ K held predoin i nan t position in both imports 
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and exports before the First World War. In the quinquennium before 
1914, imports from the U.K. into India amounted to 63 per cent of 
the total trade. This figure went on decreasing till it reached 30 per 
eent in 1938-39 but still it is big enough. This predominance of 
the U. K. was due to the fact that she w as the first country in the 
world to industrialize herself. She was also the suzerain. Power in 
India for more than a century. She was thus in a position to sell 
her goods in India to her benefit. 

The share of the U.K. in India’s exports in 1909-14 was not 
so great as in the imports, being only 25 per cent of the total. This 
percentage went on increasing gradually till it reached 34 in 1938-39. 
The U.K. invested huge sums of money in Indian railways, factories 
and ! plantation industries. From these she drew large dividends 
annually. Her ships, banks and insurance companies rendered 
“invisible services’*. For all these and various other services India 
had to pay a heavy price. This was the reason why the U. K. s 
share in India’s exports kept steady. 

In time other countries also industrialized themselves and 
began to forge direct trade links with India. As a consequenoe 
Britain’s share in India’s trade began to decline. Britain’s place 
was partially taken by Japan, Germany and the U.S. A. who were res¬ 
ponsible for 9.4%, 6-6% and 8% respectively of our total trade in 
the year 1938-39. 

The table below makes the position clear :— 


Share of the U. K.in India's Trade (In lakhs of rupees) 



1909-14 Average 

1914-19 Average 

1938-39 


Value 

Per cent 

Value 

Per cent 

Value 

Per cent 

Exports 

66,30 

T 

25-1 

69,62 

31-1 

68,25 

343 

Imports 

91,68 

62-8 

83,66 

56.5 

46,49 

30-5 


( b) Manufactured goods were preponderant in India’s imports. 
Consumer goods consisting of textiles, leather goods, glassware, 
watches and clocks, toys, motor vehicles, cycles, sewing machines, 
stationery and the like were largely imported. As time passed, 
imports of such goods decreased while those of raw materials and 
food products increased. 

Composition of India’s Import Trade in the Inter-war Period. 

(Percentage of total imports) 

1920-21 1938-39 1939-40 

1. Food, drinks and tobacco 11 16 22 

2. Raw materials ... 5 22 22 

3. gMannfacturea „. 84 62 56 
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It will be seen from the above table that even in 1920-21, 
manufactured aiticles were as high as 84% of our total imports Up- 
to that time Indian fiscal policy had been primarily manipulated to 
help British economic interests. It was only during the First World 
War that it was realized that this policy needed to be reshaped. 
Accordingly after the war was over, in 1921 a Fiscal Commission was 
appointed and discriminating protection gradually introduced. As 

a result a few industries got protection. Meagre as this protection 

was, still it helped to develop a few industries, e. g., steel and sugar. 
This progress is not commensurate with the vast resources of India 
and even so, it is more apparent than real, for foreign interests 
established themselves in India behind the tariff walls. Imports of 
matches show a decline, but the fall is due to the Swedish combine 
establishing itself in India as in other countries. Similarly the fall 
in imports of soap was due to Lever Bros, coming over to India* 
In other lines, e.g ., textiles, steel and sugar, however, Indian 
enterprise progressed. The table below shows imports into 
India of some manufactured goods. It also shows how these imports 
progressively decreased during the inter-war period. 

Imports of some Manufactured Articles 

(In lakhs of rupees) 



1920 21 

1932-33 

1938-39 

Cotton piece-goods 

... 83,78 

13,37 

14,15 

Iron and steel 

31,29 

5,30 

6,66 

Sugar 

18,50 

4,23 

24 

Matches 

1,67 

1 

• • • 

Cement 

1,39 

29 

w W W 

5 


(c) Another peouliaf feature of India's trade during these 
years was the preponderance *>f agricultural commodities and raw 
materials in her exports. Before the First World War about 70% 
of India’s exports consisted of foodstuffs and raw materials. During 
the war years 1914 18, there was some increase fin the percentage of 
exports of manufactured goods but this could not be maintained 
afterwards. In 1920-21, for example, foodstuffs and raw materials 
exported were 64% while manufactures were 34% of the total, and 
in 1939-40 the percentages were still about the same. This clearly 
proves that India could not very muoh utilize her industrial raw 
materials till 1939 and the bulk of her exports consisted of raw 
materials. The following table shows the position clearly :— 

Composition of India's Foreign Trade (Percentages of Export) 


1920-21 

1932-33 

1938-39 

1939-40 

Food, drinks and 
Tobacco 

28 

29 

23 

20 

Raw Materials 

35 

42 

45 

43 

Manufactures 

36 

29 

30 

38 


Further, it is seen that while India’s imports consisted of a very 
large variety of goods, her exports were few in number. A few of 
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the seleoted exports are given below 

Exports of Selected Articles (In lakhs of rupees) 
P J 1920-21 1932-33 


Raw Cotton 

t 

Raw Jute 
Seeds 

Hides and Skins 
Tea 

Cotton piece-goods 
Jute manufactures 


41,63 20,37 

16,16 9,37 

9,00 8,00 

5,24 2,76 

12,15 17,15 

7,51 2,09 

52,45 21,40 


1938-39 

24,82 

13,40 

8,00 

604 

23,29 

7,57 

26,26 


(d) One of the most striking features of India’s foreign trade 
during these years was her favourable balance of trade. This made 
it easy for the government of India to maintain a stable exchange 
ratio to remit funds abroad and to meet obligations of all kinds. It 
was only in exceptional years, as in 1920-21 and 1921-22, that India 
had an adverse balance. Normally exports exceeded imports. 
During the depression years starting in 1931 the balances gradually 
grew less favourable. India then started exporting gold to make 
good the deficiency in exports of merchandise. 

India had to meet home charges ranging between Rs 30 
crores and Rs. 50 crores. 1 Since 1931 the balance of trade was 
mot enough to meet India’s obligations abroad, hence in September, 
1931, the exodus of gold started and continued up to the outbreak 
of Second World War when our balance of trade grew favourable 
again. During these years India exported no less than Rs. 362 
crores worth of gold. This sale of gold by the people of India who 
were in distress through an abnormal fall of prices after 1929 came to 
the resoue of India’s foreign trade and supplied funds to the Govern- 
ment to meet home charges and their other obligations abroad. 


Conclusion . During the inter-war period Economists looked 
askance at foreign trade. It was used as an instrument to earn 
dividends for England. India had to pay for her home charges, 
salaries of British civilians and soldiers in service here and a return 
on*the ever-expanding British capital in the country through a 
favourable balance of trade. During these years the mechanism of 
foreign trade was made to work against India’s industrial develop¬ 
ment. Primary commodities were exported and consumer goods 
imported. The world at large, too, used tariffs and restrictions for 
purposes of self-sufficiency. Hence, it was thought that a country 
should have as little of trade as possible. 


(II) War Years (1939-45). Immediately after the declaration of 
war, there was a great increase in trade activity all over the world. 
Every country tried to import raw and manufactured goods which 
it lacked and which, it thought, would be of use to it in case it had 
to fight. Hence Indian raw materials were in great demand. When, 
however, France and other Continental countries were occupied by 


U See N-P.C.’s Volume on Trade, p, 239. 
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the Axis countries, moat markets were lost to India bringing about 
a sharp shrinkage in her foreign trade. The outbreak of war against 
Japan made matters still worse. Gradually, however, as the Allied 
armies won victories, India’s exports showed an improved trend in 
certain commodities like tea, cotton and jute manufactures. 

j ^' om “P os ^tion of Trade,, The changes in the composition of 
trade of a country form a fascinating study. They reflect the chang¬ 
ing nature of the economic activity in the country. We see that 
during World War II there waB a perceptible change in India’s 
export trade, (a) 1 he place of pride was still occupied by jute 

manufactures, the export of which amounted to no less than Rs. 36 
crores, Rs. 49 crores and Rs. 60 crores in 1942-43, 1943-44, 1944-45, 
respectively. ( b) There was a sharp rise in the exports of cotton 
piece-goods which improved from Rs. 6 crores in the pre-war period 
to Ks. 46 crores in 1942-43 and Rs. 38 crores in 1944-45. This 

sudden increase in the exports of cotton piece-goods was due to the 

alignment of Japan on the side of Axis which evedt provided India 

an opportunity to capture the lucrative markets of the Middle East 
and Africa, (c) Tea which provides an excellent stimulating drink 
was also in great demand in Europe and America and in 1944-45 its 
exports exceeded Rs. 38 crores. ( d) In the pre war years, India 
was the principal supplier of groundnuts to France, the U.K. eto., 
the average exports being more than 9 lakh tons. During the war 
years India developed her own vegetable oil industry and thus freed 
herself from dependence on foreign markets in this respect. The 
Government of India adopted a definite policy in this connection and 
tried to build up a trade in groundnut oil. 

India’s total exports during 1943-44 and 1944 45 amounted to 
Rs. 200 crores and Rs. 211 crores, respectively, out of which 
manufactures accounted for Rs. 103 crores and Rs. 113 crores. The 
proportion of raw materials, foodstuffs and manufactures in India’s 
exports and imports is clear from the following table and speaks 
volumes about the transformation of India’s trade during war 
years ; — 

Sea-borne Trade of British India (In crores of rupees) 

Particulars 1940-41 1941-42 1942-43 1943-44 1944-45 

Imports — 

Foodstuffs 
Raw materials 
Manufactures 

Miscellaneous 

/ 

Total 

Exports — 

Foodstuffs (in¬ 
cluding tea) 

Raw materials 

Manufactures 
Miscellaneous 

Total 
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Hi) Direction of Trade. Studying the direction of India’s 
foreign trade during these years, it is apparent that she expanded 
her trade with the Empire countries to a large extent. She estab¬ 
lished more intimate contacts with Australia, Canada, Egypt, Iraq 
and other Middle East countries, especially with those in the sterl¬ 
ing bloc. During these years India built Up a favourable balance 
of trade with all these countries except with the Bahreins and Iran 
which supplied huge quantities of mineral oils to India, Us. 31 
crores and its. 53 crores worth in 1943-44 anl 1944 45, respectively 
and imported goods of a much less value in return. 

(Hi) Another salient feature is that India built up a very heavy 
trade with the U. S. A. It came to Rs. 95 crores in 1944-46 as 
compared to Rs. 102 crores with the U. K. in the same year. 

(iv) Balance of Trade. Besides, Indian imports continued at 
a comparatively lower level (up to 1943-44) mainly due to the inabi¬ 
lity of foreign countries to produce the consumer goods needed by 
India. Indian exports showed a greater resilience than her imports 
in spite of the lack of shipping accommodation. Thus the balance 
was heavily in India’s favour. / 

- Balance of Tradi. (In crores of rupees) 

Year Balance Year Balanoe 

1938- 39 +17.5 1941-42 +80 

1939- 40 +48 1942-43 +84 

1940- 41 +42 1943*44 +92 

1944-45 +42 

(III) Post war years. The negative attitude adopted by 
various countries, including India, in the inter-war period is no 
longer needed. Planning of trade both in the short and the long- 
period has become a necessity. India today needs external finanoe 
for the import of equipment to replaoe the plant and machinery 
worn out by double-shift working during World War II. For 
the same purpose India needs a favourable balanoe of trade so as 
to be able to pay for her imports for developmental purposes. 
Certain peculiarities of trade strike us in the eye as we look at 
the trade figures in post-war years. They are as follows : — 

(i) Partition of India into two Dominions has not affected the 
volume of trade. On the other hand the values of both imports 
and exports have shown considerable increase. This is mainly 
due to relaxations in licences and the reoovery of world trade and 
shipping conditions. In 12 months from Deoember 1917 to 
November 1948, the value of foreign trade oame to Rs. 851 crores, 
which is a record. | 

(it) The balanoe of trade has beoome unfavourable to India, 
especially with the dollar and hard-ourrenoy countries. 


3*4 
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Balance of Trade 1948 (In orores of rupees) 

Total Non sterling countries. 

Exports 428 206 

Imports 451 240 

Balance —23 H34 

Thus, the chief problem of India’s export trade is to increase 
exports to hard currenoy areas. Her exports to the U. S. A. in 1948 
came to Rs, 78 orores and imports to Rs. 108 crores, thus giving us 
a deficit of Rs. 30 crores. Overall destinational quotas have had to 
be fixed for different countries, and exports to dollar countries stimu* 
lated, through easier licences being granted to them. The Export 
Advisory Council under Mr. Siri Ram suggested early in 1949 that 
we should earn dollars through encouraging tourist traffic and 
providing it with special amenities at our beauty and historic 
spots. The Council suggested that as hard currency countries pre¬ 
ferred seeds to oils, permission to export seeds to them might 
be granted even if it meant going back on the policy of encourag¬ 
ing oils in place of seeds. They recommended advertising and 
propaganda by the Tea Marketing Expansion Board in the U.S.A. 
so as to encourage export of tea to that country. They wanted 
an open general licence for export of brassware and artware to 
be sent to the U.S.A. and Canada. Besides, they suggested a Direc¬ 
torate to draw up a constructive programme to improve India’s 
cottage industries and their products to be exported. 

(Hi) The peculiarity of larger exports of mauufaotured goods 
which made its appearance during war years is persisting. At the 
same time imports of industrial raw goods, especially raw cotton 
from Egypt, and East Africa are increasing. Imported cotton is 
mainly long-staple or medium. India did not need so much of 
raw ootton from abroad previously when Pakistan was a part of 
India. Sinoe the partition, the conditions are different and we 
have had to import cotton from countries like Egypt, Sudan and 
Pakistan and jute from Pakistan. 

Imports into India. 


(In orores of rupees.) 


Year. 

Foodstuffs 

Raw mate- 

• 

rials. 

Manufac¬ 

tures. 

Miscellaneous 

** 

1946 

22 

128 

88 

3 

i 

1946 

33 

77 

149 

7 

1948 

83 

110 

270 

5 


(iv) We have to import large quantities of raw jute now. 
Sinoe August 1947, 73% of the total area under raw jute has gone 
’ over to Pakistan. As a consequence India has to import about five 
million bales of raw jute from Pakistan for being manufactured 
in Indian jute mills and for being exported to foreign countries 
so as to earn muoh-required dollars. 
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(®) India is in a parlous condition, because of the huge imports 
of foodstuffs required In 1948 , three million tons of f°°. d * r "““ 
worth Rs. HO orores from almost all over the world in o* u d g 
countries like Argentina, the U.8.A., Canada, Italy, Turkey, 
Russia, Australia, Siam and Burma had to be imported. 

1949 she is expected to import four million tons valued at about 

Rs. 150 orores. 

(vi) Slowly but gradually industrialization is gaining strength 
in India and larger variety and quantity of manufactured goods 

are being exported :— 

Exports from India 


(In crores of rupees) 

Foodstuffs Raw materials Manufactures 


1945 63 

1946 63 

1948 80 


57 104 

91 130 

108 230 


(vit) Lastly, as compared with pre-war years, the direction 
of the trade of India shows a considerable change. The U. 
still holds an important position in our exports and imports but 
the U S.A. is oatching her up. Australia, Pakistan, Canada, Burma 
and Egypt also occupy important positions in India s trade sheet. 
There are great trading possibilities with Middle East countries with 
which India has already forged new links. Indian trade relations 
with countries in the Far Hast have also a great future. Once 
peaoe is established in Indonesia, trade with it is bound to 


grow. 

It is a remarkable thing to notice that our total import and 
export trade with non-empire countries is gradually coming near 
to out trade with empire countries which is clear from the 
following table :— 

Trade. 


(In crore9 of rupees). 


Commonwealth— 

Exports. 

Imports. 

Total. 

1945 

130 

90 

220 

1946 

134 

147 

281 

1948 

211 

209 

420 

Foreign— 

1945 

89 

151 

240 

1946 

144 

116 

260 

1948 

209 

246 

455 

8. Direction of India’ 

s Trade with Countries. 

By direction of 


trade we mean the countries with which India has trade relations 


and the merchandise she sells to them or buys from them. We can 
easily divide the world into British Empire countries and foreign 
countries so far as India’s trade is concerned. It is seen that 
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Indrn’s exports to British Empire countries b five been steadily rising 

from 410/ m 1909 . u tQ 65 . 40/oi n 1944 . 45 kfter tbe en(J World 

War. n however, India’s exports have sh own a tendency to be 
equally divided between the British Empire and foreign countries. 

Percentage — Exports. 



1909-14 

1938-39 

194&44 

1945 

1946 

1948 

Br. Empire 

41 

54 

65 

60 

48 

50 

Foreign 

59 

46 

35 

40 

52 

60 



Percentage- 

-Imports 




Br. Empire 

70 

59, 

48 

37 

56 

46 

Foreign 

30 1 

42 

52 

63 

34 

54 


As the above table makes clear our imports from British 
Empire countries were as high as 70% in 1009-14. Since then they 
have also been falling, till in tbe last year under report they are 
46% which is less than imports from foreign countries. Thus 
India is now depending for the supply of her needs for capital 
goods to a larger extent on theU.P.A., Czechoslovakia, Belgium and 
Japan, than on the U. K., and for her food grains on Burma, Pakis¬ 
tan, Argentina and Russia than on Canada and Australia. 

India's trade with some individual countries should form an 
interesting study. 

(i) India and the TJ.K. Tha U.K. has always been the pre¬ 
mier country in India's trade sheet. She has always been heading 
India’s export list prior to the First World War, in the inter-war 
periods, as well as during World War TI. In the post-war years, 
too, she tops the list in 1946-47 and 1947-48. 

On the import side the U K. has been losing ground from 63% 
before 1914 to about 25% in the years of World War II and to 
20% in 1944-45. 

In the post-war years the'U.K. has recovered her position in 
the imports of India to about. 30%. This is due to the fact that 
India has a credit balance in England in her sterling assets and 
utilises as much of it as she is allowed to. The following table 
makes the position of the U. K. in India’s trade clear :— 


Share of the U. K. in India’s Trade. 


Period . 


1909-10 to 1913-14 

(average). 

1938-39 

1944- 45 

1945- 46 

1946- 47 
1948 


Imports . 
o/ 

/o 

62-8 

30 5 
200 
25-3 

30- 1 

31- 7 


Exports. 

o/ 

f(\ 

25*1 

34-3 

292 

282 

200 

24*5 
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Though there has been a percentage decline in Britain s share 
in India’s foreign trade, the absolute amounts do not show so pro¬ 
nounced a fall. In the last two year3 under review imports from 
the U. K. actually show an increase over the war figures. It can 
be asserted that the U. K. is getting back its position as chief buyer 
of our goods and chief supplier to us. Machinery, mill w >rk 
and machine tools are the biggest items amongst the U. K.’s export 
to India. The U. K. also supplies us with vehicles, c l emicals and 
d rugs and dyes and colours. In return, India sends out jute 
goods, tea, hides and skins, gums and resins and oilseeds to the U.K. 

(it) India and the IJ.S A. The U.S.A. had not penetrated deep 
into the Indian market before the last World War. She supplied no 
more than 6% of India’s needs in 1938-39. While taking in about 
10% of Indian’s exports with the falling ~>ut of Japan and the Cont¬ 
inental countries of Europe during the war years, however, the U.S.A. 
greatly improved her position in India’s import sheet. Thus she 
sold to India no less than 26% of her needs in 1944-45. This position 
has been maintained in 1948 when the U. S. A. supplied India with 
Rs. 107 crores worth of goods out of a total of Its. 43 > crores and 
purchased no less than Rs. 98 crores of her needs from India. 

In spite of the fact that India’s commercial ties are still with 
the U.K., the U.S.A. is running a close second to it in post-war years. 
The U.S. market absorbs large quantities of raw iute i nd jute 
cloth, goat and lamb skins, lac, ca«hew outs and sandalwood The 
U.S.A. further purchases all her requirements of oocoa-mattirg and 
coir-yarn and ilminite from India. Indian tea, castor seeds and 
spices also find a market in the U.S.A. The position of no other 
commodity is as important In the Indian-American trade as that of 
jute and jute manufactures wh ; ch form approximately 5i % of India’s 
total exports to the U.S.A. The U.S.A. is India’s leading customer 
in goat and kid skins taking in 36 to 40 per cent of total exports 
of these before the war. In 1945, the U. S. A. purchased 16 million 
worth of tea from India which is 50% of India’s total ex¬ 
ports of tea. The value of cashew-nuts exported also came to 
16 million dollars. 

1 he United States has now come to be a principal supplier of 
machine-tools, mining machinery and typewriters to India. She 
also sends gas-engines, tractors and oil-crushing and refining machi¬ 
nery. Another valuable category of American exports to Tndia con¬ 
sists of automobiles, trucks, busses, chassis and parts. The U.S A 
used to sell us large quantities of long-staple raw cotton ; now most 
of it comes from Egypt, Sudan and Kenva. Exports of medicinal and 
pharmaceutical preparations from the U.S.A. to India have increased 
trom $I£ million in 1938 to $ 5| million in 1945. American toilet 
preparations are also popular in India. Ninety per cent of India’s, 
needs for flue cured Virginia tobacco are supplied by the U.S. 4. 
Imports of this commodity have risen from about $ 2 million in 1938 
to $ 9 6 million in 1945. Another notable war-time increase is to be 
found in foodstuffs, particularly dried and evaported milk and 

malted liquors, 
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Lerd-lease trade from 1938 to 1945 was on a vast scale, amount* 
ing to no le^s than $ 2 400 million or double the total value of goods 
imported from the U. S. A. from 1900 to 1938 ! 

India has always enjoyed a favourable bolance in its trade with 
the U.S.A. From 1942 45 this export balance gave India a total 
credit of 421 million dollars. 1 After the war was ever, this favourable 
balance has turned into an unfavourable one. From December 1947 
to November 1948 it came to no less than Rs. 44 crores One of the 
problems which India has to solve today is the scarcity of dollars 
to meet the deficit in her trade with the U.S A. India has had 
to draw on the International Monetarv Furd to the tune of $ 92 
million during the )a*t year to meet this deficit. She is also trying 
to extend her trade to hard currency areas which only are in a 
position to satisfy India’s need for machinery, machine-tools and 
plant. 

Indi »*8 desire to industrialize is a potent reason why D d a’s 
trade «ith the U S.A. should increase. India needs capital goods and 
technical assistance. The U S.A. is in a position to supply agricultural 
and industrial machinery of excellent quality as well as lend services 
of experts ai d technicians. Once India can produce foodstuffs 
sufficient lo satisfy her own needs, there is reason to believe that 
her balance of trade with the U.S.A.^eould equilibriate itself. 

(Hi) Ivdia ond Australia. (1) Primary Producer pre-war: (21 
War Manufacturer. 

• . 

Prior to 1939 Australia was considered a country of farmers and 

gold diggers. Her exports consisted cf wheat, moat, woo], fruit 
and daily products. She depended mail lv on the U. K. for her needs 
ot nanufaotund goods. The outbreak of war made the speedirg 
up of manufacturing an urgent necessity. Under its imretus, such 
rapid progress towards industrialization was made that all predictions 
were exceeded. This rcmarkal le progress was possible only be¬ 
cause of the existence in Australia of ample supplies of raw 
material for most lines of n anufacture, together with efficient 
service, cheap sources of power and an army of workmen quickly 
adaptable to skilled trades. 

As a result Australia is now an indu-trial country with, great 
potentialities. India desires to industrialize herself. . Australia can 
supply technical advice and cep tal equipment in various lines She 
can offer machinery for processing food and raw wool and for the 
manuf icture of paper, plastics, plywood and leather goods. She is 
also ia a p >s tion to export agricultural and road-making machinery 
and appliances which we urgently need. . Machinery for making 

paints is also available. 

In return India has an assured market for oil-seeds, shellac, 
myrobalans, soat skins, mica, spices and jute manufactures, . he 
can also sdl some cotton. The Indian Trade Commissioner in 
Australia, Mr. Saksena, however, opines that India will not be able 
to maintain her position in cotton textiles in Australia, .O rgy 

F Fo^Uiou and Prospects of India’s Foreign Trade, p» 245. 
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Britain and the U.S.A. will compete with her in this direction in the 
verv near future. ' They produce not only piece goods but also most 
up-to-date machinery to make them. Australia, too, is me. ting a v ry 
substantial proportion of her total demand tor cotton piece-goods 
But for the fact that Japan is out of the picture, India would no 

have a look in here. 

Trade relations between India and Australia are clear from the 
table below :— 

Trade between India and Australia. (In lakhs of rupees) 


1909-14 1938-39* 1943-44-- iaao-ao *»« 

average 

Exports 314 2? 8 1,324 1,056 1,375 2,3 8 

Imports 101 241 992 735 1.1*0 1,851 

It would not be out of place to remark here that New Zealand 
is in a position to supply large qualities of milk products such as 
dried milk and lactose to India, bhe can aloo supplement Indian 
food by exporting frozen meats. They are a very real necessity at 
present as supplies of milk products especially are insufficient in 
lodia. India can supply jute products, carpets and some industrial 


1913-44* 

1945-46 

• 

1946-47* 

1948 

1,324 

1,056 

1,375 

2,3 8 

992 

735 

1,040 

1,851 


products. 

(iv) India and Canada. India and Canada are both primarily 
agricultural countries. Both of them are matuDg progress in indus¬ 
trial development rapidly but tney do not enter into competition 
with each other ; on the other hand tney can supplement each other’s 
needs. Therefore, there is ample scope for an expansion of trade 
■ between India and Canada in the future. The main items of export 

from India to Canada are tea, jute products, goat and sheep skini, 

nuts suon as pea-puts, walnuts and cashew-nuts, vegetable oils, 
lentils, pulses aud spices, carpets, namdas and brasswj.ro. 


Canada in return has been exporting some wheat and factory 
equipment including oream-separaters, churns, wool and metal 
working machinery, agricultural equipment, e. g., ploughs, till.ng 
machines, including generators and transformers. 


India has been supplying so ne ootton textiles to Canada as 
well since the eliminaoioj ot Japan from the textile market. Tne 
L'rade Commissioner in Canada reported that India has a ohanoe of 

retaining this market. 

• ^ 

• 4 , ’ • • 

During the year 1944 the total value of In lo-Cauadian trade 
reached the record figure of $. 202 million, 19 timed more than iu 
the year 193*. As the result of this spectacular expansion, India 
occupied the third position in the order of importance both as a 
seller and a buyer of Canadian goods. 

The balance of trade which used to be favourable to India in 


Figures taken from the accounts of sea-borne trade of India* 
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pre-war fcitma (it wa9 4 : I ia favour of India in 1933) was almost 
1 : 7 in 1944 against it. War being over a good many of the articles 
whieh were being exported to India for military purposes have 
dropped out and we see that the balance of trade in the la9t year 
under report has slightly turned in favour of India. Obviously, 
however, the total amount of trade has not tended to decrease much : 
exports from India have actually increased. 

Trade between India and Canada . (In lakhs of rupees) 

1938-39 1942-43 1948 

Imports 92 553 738 

Exports 214 391 900 

(v) India and the Middle East. Trade between India and the 
Middle East countries has been in existence for centuries, but it 
grew very much more important during the last world war. These 
countries could not obtain their normal supplies from Europe and 
Japan, hence they had to look to India to satisfy their needs. India 
would have done even better but for adequate means of transport. 

Egypt, Turkey and the Sudan are principal buyers of our jute 
manufactures. 

Cotton piece-goods have played a prominent part in the Indian 
export trade to the Middle East during and after the last world 
wir. The total value of these exports increased from about Rs. 31 
lakhs in l933-,>9 to over Rs. 10 crores in 1942-43. Since then exports 
of cctton piece goods, yarn and twist hav6 kept up. 

Of course these countries do not buy as much tea as the U K. or 
Canada, but this market is not a negligitde one and absorbs about 
Rs 3 crores worth of tea in a year, it needs looking after. , 

Indian tobacco could be made popular if it were properly pack¬ 
ed and graded. 

Before the war India purchased her mineral oils mainly from 
Burma (48%), Bahrein (11%), Java (13%) and the U. S. A. (2%K 
When the Indies and Burma were lost to Japau, India had to depend 
for her mineral oils on Iran and Bahrein. In 1942-43, India purchased 
Rs. 28 o'-ores worth of oil from these two sources. In 1944-45, India 
purchased no less than R 3 . 49 orores worth of oil from Iran and 
sold only Rs. 3 orores worth of goods in return. In 1946-47, Indian 
imports from Iran oame to Rs. 25 crorea while her exports in the 
same period were again only Rs. 3 orores. 

(vi) India and Pakistan. What was internal trade in United 
India has become external trade between the two Dominions. Pakis¬ 
tan is largely agricultural while India is more industrial. Pakistan 
has a considerable burplus of raw jute, raw cotton and wheat. India, 
on the other hand, can supply considerable quantities oi textiles, 
sugir, steel and other manufactured goods. Accordingly m May 
1948 a comprehensive treaty was drawn up between the two IJomm- 
dons along these lines at Karachi. This treaty has to run up to 3lst 

August, 1949. 
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As to oottoh and cotton textiles, transactions were first made 

ih accordance with the ratio of 20 bales of Pakistan cotton to 12 
bales of Indian cloth and yarn fixed by the March Agreement. Under 
the terms of the general agreement of May, a long-range exchange 
agreement for the supply of 650.00J bales of cotton to India oy 
Pakistan for 400,0u0 Dales of cloth from India came into force trom 
September, 1948, for one year up to August, 31, 1949. 

The Karachi Agreement of May set down the quantities of eaoh 
commodity whioh eaoh Dominion undertook to make available to 
the other between July 1, 1943 and June 30, 1949, in all cases except 
that of raw ootton and ootton textiles and food grains for which 
the one-year period is to end on August 31, 1949. It was also 
agreed that imported goods whioh had been shipped and paid for in 
either dominion before December 31, 1947, out of the undivided 
exchange account will be allowed to be re-exported to the other 
dominion whenever it was established that the goods were originally 
intended lor consumption in that dominion. .Supplies were generally 
to be made through ordinary commercial channels, except being 
subject to the usual controls for import or export if any. Both 
the dominions agreed not to re-export any commodity imported 
from the other dominion. India on her part was to limit her export 
of raw jute to 900,000 bales of the usual Indian varieties. The 
controlled goods were to be supplied at the controlled price in the 
dominion conceined. India took upon herself to supply to Pakistan 
lab ,000. tons ot coal (160,bO ) tons firm) per month, 15,000 tons of 
steel and scrap plus 6.000 tons of corrugated iron sheets, and 4,000 
tons of pig iron, 6,000 tons of paper, 1,500 tons of board, 270 tons 
of hydrochloric acid, 200 tons of nitrio acid, 800 tons of magnesium 
sulphate, 2,500 tons of asbestos sheet, 2,500 tons of paints, enamels 
and varnishes, 50,000 tons of jute manufactures, 2,000 tons of 
myrobalams, 11,00,000 lbs. of woollen and worsted goods, 20,000 tons 
oi mustard oil, 6,000 tons of groundnut oil, 22,000 tons of soaps 
(toilet) and 7,00,000 lbs. of tobacco (flue-cured). Besides, India 
agreed to supply leather and foot-wear up to the amount demanded 
by Pakistan, if Pakistan on her part sent sufficient quantity of raw 
hides and skins. On her part Pakistan agreed to supply to India 60 
lakh bales of raw jute, 30 lakh pieoes of cow and buffalow hides, 15 
(n.lrh pieces of skins, 20 lakh mds. of rock salt, 5,000 tons of potassium 
nitrate and 550 heads of cattle. In addition, Pakistan undertook to 
try to supply 1,000 tons of gypsum per day and a total of 10,000 tons 
of soda ash, if possible. 

. On February 27, 1948, Government of India declared Pakistan 
to be a foreign country for the purpose of levying oustoms with 
effect from March 1, 1948. In contravention to. the terms of agree¬ 
ment at the time of partition, Pakistan olaimed a share of export 
duty on jute collected at Calcutta. For this reason Government of 
India was constrained to declare Pakistan as foreign country for 
purposes of export and import duty. 
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(vii) India and Lands of the Far East. India has always had 
some dealing's with these lands. The aggregate trade is appreciable, 
but trade with individual countries, except with Jipan, Burma and 
Ceylon, is not much. Figures for 1938 39, a pre-war year, give a 
better idea of the trade with these countries than for any later 
years. 

Trade with Far East in 1938-39 (In crores of rupees) 


Burma 

China 

Japan 

Ceylon 

Malaya 


Exports 

10 
2 2 
14 6 
5 

2-4 


Indonesia, Indo-~j 
china, Thailand, i 
Formosa, Philip f 
pines, etc. J 3*9 


Total 


+38 


Imports 

Balance 

24 3 

—14-3 

1*7 

+0-5 

15 4 

—08 

10 

+4*0 

4 1 

—1-7 


2*5 

+ 1-4 

49 

—11 



Only with Ceylon have we got a favourable balance worth 
consideration — not with any other country. India’s trade with 
Burma has been always unfavourable, be ng Rs. 15 crores against us 
in 1937-38, in 1938-39 Rs. 14 crores, in 1939 -10 Rs. 18 crores, in 
1940-41 Rs. 11 crores and in 1941 42, Rs. 16 5 crores During the 
war years there was no trade with Burma. In 1946-47, the balance 
of trade was favourable to us by Rs. 4 crores, but after the parti¬ 
tion, from December 1947 to November 1 48 it was unfavourable by 
the ’same amount. We import rice, mineral oil and teak-wood 
from Burma, and export in return manufactured goods like textiles, 
sugar, paper, gunny bags and oilman stores. 

We used to import textiles and other consumer goods of all 
kinds from Japan, giving her mainly raw cotton, pig iron, 
manganese ore, mica, castor seeds and other industrial raw materials 
in exchange. In post-war years the economio life and trade of 
Japan have been under control of SOAP (Supreme Com >>ander of 
Allied Powers). Her exports and imports are severely regulate I. In 
April 1948, a Japanese Trade Delegation headed by Mr. W. K. Eaton 
arrived in’ India. Later, a Sterling Area Agreement was arrived at 
hetween Japan and five Commonwealth countries including India. 
India undertook to import $ 26 5 million worth of goods such as 
machinery cottons and woollens, ferro-alloys, bicycles, sewing 
machines, ’eleotrioal goods and bobbins and spindles against raw 
cotton, wool, iron ore, mica, manganese, ooal and shellac. 

America does not want Japan to be a source of military danger 
affain • hence the striofness with which Japan’s rise to economio 

creatness is controlled. For the next few yea^Ja pan can well be 

considered out of the field of competition with India and the West. 

The United Nations’ Economio Commission for Asia and the 
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Far East (E. C. A, F. E.) has met a number of times. It met at 
Ooty in June 1948 and pDinted out that the economy of .the 
countries had developed in a lop-sided m inner. Economically and 
otherwise India occupied a pivotal position amongst them. This 
area is rich in natural resources both agricultural and mineral ; 
it produced 92% of the world rice, 96% of tea and 38% of 
cane-sugar. India is making strenuous efforts to develop industrially. 
She has built up a good many factory industries already. As Japan 
is not in the field yet, India can supply most of the needs of these 
countries in the way of consumer goods. They in return can supply 
her with a good many raw materials. Consequently India’s trade 
relations with this part of the world in future are bound to be very 
intimate. 

9. Direction of Trade in Commodities. (A) Exports . We shall 
now discubs the destination of some important commodities exported 
from India. 

(t) Jute . TheU.K. is India’s best customer of jute, taking about 
Rs. 4 crores worth in 1945-46. The U.S. A. is the second best consumer 
pu» chasing Rs 3 crores of raw jute Rest of the jute exports go to 
various countries scattered all.over the world. 

These consist of tw*st and yarn, gunny bags and hessian and are 
sent to the U.S.A , the U. K., Australia, Argentina, Egypt and other 
agricultural countries. We are the largest producers of jute manu¬ 
factures. Since the partition of India we are dependent for three- 
fourths of our supply of raw jute on Pakistan. ' In 1948-49; Pakistan 
agreed to supply 5 million bales of raw jute to Tndia. The supplies 
have not been coming regularly. Hence Indian jute mills (there is 
not a single jute mill in Pakistan) often feel nervous as the stocks 
go lower. The Government of India is making experiments in the 
production of jute in South India. India has exported a record 
amount cf jute manufactures in 1948 in ord 2 r to pay for her increased 
imports of food grains and capital goods from abroad. 

Export of Jute (In lakhs of rupees) 


Raw jute 

Jute manufactures 


1943-44 1944-45 1945-46- i 94 r -47 1947-48 


• •• 8^3 750 1,584 1.994 2 368 

4,947 6,043 5,953 7,067 149 40 

(ft) Cotton raw and waste . India exported Rs. 16 crores worth 
of raw cotton in 1S45-46. In post-partition years, it is difficult for 
India to maintain exports of cotton as large areas producing long- 
staple cotton have been transferred to Pakistan. India, therefore, 
has had to import large quantities of raw cotton from Egypt, the 
Sudan, Kenya and Pakistan. Pakistan undertook to export 
6 i ,a “; bales of raw cotton to India in 1948-49 against 3 28 
thousands in 1947-48. India can now supply only shcrfc staple 
cotton. Her customers in this line are the U.K.,'Japan, Italy, etcT 

. ( 1?t ) Cotton Yarns and Manufactures . The| year 1942-43 was 

the best ao far as exports of cotton manufactures lare concerned. In 

yea £. lndl * so] * n ° le89 than Rb. 4,687 lakhs worth of piece- 
goods. Since then the values of cloth exported have been declining 



DIRECTION OF INDIA’S SEA BORNE TRADE (In lakhs of rupees) 
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In 1945*they came to Rs. 3,280 lakhs only. Our best customers 
are the Middle East countries. East Africa, Australia and Ceylon. 

Exports (In lakhs of rupees) 

1943-44 1914-45 194^-'6 19 4H-47 1917-4S 

' Raw cotton ... 749 770 1.5*0 2,-69 2.6.9 

; ^Cotton manufactures ... 4,262 3,760 . ,280 2. ’42 3. » 0 

(i f ) Tea . Tea is one of our best earners and has been main¬ 
taining itself in war and post* war years. India produces black tea. 
At the moment her only other competitor is Ceylon, as Indonesia is 
still in the throes of war. Green tea from China and Japan is being 
steadily ousted. For those who drink black tea for a year contiu- 
uo U6ly, green tea becomes insipid. This is why it is expected that 
exports of Indian tea will maintain themselves. 

The U. K. is our biggest customer, absorbing two-thirds of our 
total shipments. The U. S. A. is the second best customer. Exports 
of tea to Canada also have improved. Australia is another good 
customer, purchasing about Rs. 2 crores worth in a year. 

Exports of Tea (In lakhs of rupees) 

1943-44 1944-45 1945-46 1946-47 1947-48 

Tea ... ... 3,785 3,812 3,552 3,353 5,324 

(r) Oil-seeds . Oil seeds were subjected to severe restrictions 
in war years. There was relaxation of controls in 1945-40 and the 
exports rose to Rs. 1,451 lakhs. Out of all the varieties, exports of 
ground-nuts are the largest. The U K. is our best customer. Our 
other customers are Australia, France, etc., who also purchase large 
quantities of seeds from us. 

Exports of Oil-seeds (In lakhs of rupees) 

1943-44 1944-45 1946-46 1946-47 1947-48 

Oil-s-eds ... 11,15 10,53 14,51 6,45 10,50 

. (in) Tobacco . India possesses in tobacco a source of consider¬ 
able wealth. Smoking is increasing all over the world. The value 
of our export of raw and manufactured tobacco came to Rs. 666 
lakhs in 1946. Considerable research is being sponsored by the 
Government and the Indian Central Tobacco Committee in South 
India. The U.K. has always been the best market for Indian 
tobacco. D.ue to dollar shortage the U. K. will purchase larger 

quantities of~Indian tobacco in the future. 

% 

(wit) Bides and Skins. India exported Rs. 1,148 lakhs worth 
of skins in 1945-46. Of these raw hides were valued at Rs. 5 crores. 
The bulk of the shipment go to the U. K. and the U.S.A. There is 
a rising overseas demand for tanned skins and we can [look to 
Continental countries too for custom. 

* M ^^ . ; i 

; Exports of Hides <b Skins (In lakhs of rupees) 

r 1943-44 1944-45 1945-46 1916547 1947-48 

Hides and Skins, raw and 

tanned 851 820 1,148 829 
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(B) Imports. Lot us now disouss goods imported into India. 
The following table tells us the values of a few selected items among 
our imports for various years : — 

Imports of some, selected goods (In lakhs of rupees) 

Commodity 

Food grains 
Liquors 
Tobrtcco 
Oils 

Raw cotton. 

Wool 

Chemicals & 
medicines 

2. Cutlery & instruments 

3. Dves and colours 

4. Flectrical goods... 

6. Machinery 

6. Tron and steel goods 

7. Paper 
8 Vehicles 

9. Cotton manufactures. 

10. Woollen manufactures. 



1943-44 

1944-45 

1945-46 

1946-47 

1947-48 

31 

809 

919 

1,710 

5,390 

125 

108 

179 

267 

91 

160 

290 

391 

338 

316 

* 3,648 

8,070 

7,9?8 

3,691 

3,436 

1.763 

2,401 

2,287 

2,430 

4,377 

402 

209 

309 

269 

273 

(209 

(287 

(364 

1,369 

2,486 

(497 

(688 

(605 



217 

369 

641 

1,142 

1,370 

829 

792 

1,141 

1,198 

1,829 

163 

261 

449 

676 

949 

1/130 

1,630 

2,269 

3,-55 

7,611 

202 

356 

665 

469 

1,170 

196 

291 

678 

980 

979 

127 

436 

605 

1,772 

-2,869 

133 

154 

185 

397 

1 298 

45 

105 

300 

554 

638 

^ Dominion of India in 

private m 

erchan- 


also reacnea a rt*cuiu ~-—- 

for which figures are available (December, 1947 to November, 1948). 
This upward trend in imports is mainly attributable to the urgent 
need of food and capital goods in the country. It is seen that 
imports of oils have gone down to Rs. 34 crores during this year 
from Rb 80 crores in 1944 4^, but still they are a fairly heavy item. 
Other important items of imports are food grains about Rs. 64 crores, 
raw cotton about Rs. 44 crores, machinery Rs. 75 crores, chemicals 
and medicines about Rs. 25 crores, motor vehicles over Rs. 28 crores 
and dyes and colours over Rs. IS crores. 

The bulk of receipts of fuel oils and lubricating oils are from Iran. 

India does not import much animal oil Ceylon is our source of 

vegetable oils valued at about a crore of rupees. The U K. and 
S A w^re our main sources for all kinds of machinery, textile 

electrical 'and metal working. In fact our needs in most manufac 

tured goods are supplied by these two countries. 

regards food grains, India has been going with a sort of 
• n V>nwl to almost all over the world. The U.S.A., Argentina, 
cSda Australia, Pakistan, Turkey. Egypt, Russia, Burma and 
even Italy contributed their quota to sat.sfy the heavy needs of 

India in the way of food grains. 

Tmnorts of raw cotton from abroad have shot up to a little lees 
Imports o j 2 moD ths under review which is 

than Rs- 44 or ff e f imnorts in 1945-46. This is due to 

practically ou ® territories which specialized in better 

Pakistan having therefore to import her needs of cotton 

ktrSny, Tanganyika territory and 

Sudan. 
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Other countries like Australia, Canada, Switzerland, France, 
Czechoslovakia and Jspan also contributed their share in manu¬ 
factured goods to satisfy the needs of India. 

10. The Balance of Trade. India’s balance of trade in years 
prior to the Second World War was almost always favourable. In 
the depression years starting with 1931, the balance gradually grew 
less favourable. India then started exporting gold to make gojd 
the deficiency. The urgent reason for the balance to be favourable 
in these years was that India had to meet certain charges known as 
“Home Charges”. The following table shows the varying amount of 
Home Charges in different years : 

Home Charges in some Years . 

(Rate of exchange till 1920 was Is . 4d . to 1 Re. 

Between 1920 and 1927 — 2s. to 1 Re. 

After 1927 = Is. 6rf. to 1 Re). 

Average In crores of rupees. 

1909-14 ... 29*5 

1919 24 ... 35*6 

1929-30 ... 42 1 

1932-33 ... 39*4 

1935-36 ... 38*1 

1938-39 ... 32 8 

As the table shows, it is a pretty large amount which India had 
to pay by way of Home Charges to England. If India could not 
earn a favourable balanc.'. on her trade in private merchandise in 
any year she had to make up the difference by exporting gold. 
From 1931-32 to 1939*40 India had to export gold to the tune of no 
less than Rs 362 crores to make good the tall in the value of her 
exports. The sale of gold by the people of India who were in distress 
and lived upon their capital providentially came to the rescue of 
India’s foreign trade and gave funds to the Government to meet 
their obligations of Home Charges abroad. 

Home Charges. After all what are those charges which dominated 
the Indian Government’s policy in regard to finance and exchange 
in the past? Payments were due from India to the U. K. every 
year. To make these payments India had to have a favourable 
balance of trade. These payments were often criticized as ‘a drain 
of wealth’, a sort of tribute paid by India to England on account of 
her political subjeotion. The drain theory would have been quite 
correct ^ India had received nothing in the way of material 
wealth or immaterial services in return. Let us examine each of 

the items usually included under-Home Charges and find out how 
far the criticism was right. 

. ^ fl ) Interest on loans raised in England to finance railway and 
irrigationschemes . When these loans were raised there was not 
enough capital in India to satisfy Government requirements. The 
position is, of course, different now. Secondly, the rates of interest 
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in London were much lower than in India. All countries in the 

world that etarted late on the road of industrialization and stood in 
need of capital to finanoe big schemes went to London in those 
days to boirow money. India was in a more favourable situation 
as compared with other countries as she was a part of the British 
Empiie and could get money at lower rates. Some Indian economists 
chaige the Government with the misuse of the money borrowed. 
But that is a different story altogether. Individual householders 
make mistakes in spending their hard-earned earnings. Properly 
managed, the loans borrowed might have given India a few more 
miles ot railway lines or canals. But that is aDout all the blame 
that attaches to the Government in this matter and the 
expenditure can in no case be styled a “drain”. 

(b) Government stores charged against revenue. Since the incep¬ 
tion ot the lndiau Munitions Board, later merged into the Imperial 
Department of Industry and Commerce, Government stores have 
been purchased jn India as far as possible, but still a good deal of 
expenditure had to be incurred in England. 

(c) Leave and furlough allowances, -pensions and gratuities of all 
kind8'and the cost of maintaining the Commissioner for India in 
London and the India Office. Pensions and gratuities were paid to 
British civil servants working in India and earned by them. The 
question of lndianization was no doubt in the forefront and more 
and more Indians were being employed, but still there was a large 
number of Europeans working in India and they had to be paid, 
ft has been said that unnecessarily high salaries and emoluments 
are paid to the foreigners. With Indians carrying on the work of 

administration the civil salary bill would have been comparatively 

much lighter. What is more, what the Indians would have earned 
would have remained in India with their experience. As it was, 

both were a loss to India. 

(d) Military and Marine Charges. The British army in India 
was criticized on two grounds. It was asserted that it was too large 
for the defenoe needs of India. If it was meant more for Imperial 
* . noees than the defence of India, a portion of its oost should have 
been borne by the U K. In the year 1934-35, this was agreed to 
hv the British Government in principle and they started contribu- 
7* two ci ores of rupees a year to the maintenance of the army in 
Tncha Till April 1938, India contributed £100,000 annually to the 
"British Exchequer for naval protection. Since then this contribu¬ 
tion from India was given up on condition that India maintained 
si* sea-going armed escort vessels. 

The seoond ground on whioh the army expenditure was critioiz- 
^ was that a British soldier was more costly to keep than an Indian 
tidier • therefore, British army units should be replaced by Indian 
8 u p Vhe achievements of the Indian armies in North Africa, 
Ual v and Burma in this war proved that the Indian soldier as a 
filter was second to none in the world. 
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It is a matter for congratulation, however, that due to enormous 
purchases made by the British Government in India during 
this war* all our sterling debt ha3 been repatriated. From being a 
debtor country India has suddenly become a creditor country. 

A vast accumulation of sterling assets stood to India s credit in 
London. The family pensions and provident funds of the Britishers 
\iho were in services in this country in February 1943, were capital¬ 
ized. The railway annuities were also capitalized and Rs. 14 orores 
which were paid only on account of interest due on loans borrowed 

have been wiped off. ' ♦ 

In addition to the four items enumerated above which consti¬ 
tuted Home Charges, India had to make some other payments too. 
For instance, (<) a good deal of private foreign capital was invested 
~ in India, the interest and profits of which went out of the country 
every year. As discussed elsewhere, foreign capital is no doubt 
beneficial in some respects, but also brings in it9 train a long chain 
of evils. A good deal of our excess ot exports over imports was 
accounted for by this item, (ti) In addition, the services of foreign 
shippers, bankers and commies on agents had to be paid for. 
India still does not possess an Exchange Bank of its own, hence all 
earnings in this connection go out of the country. Besides these, 
large premiums and commissions have to be paid to the foreign 
insurance companies.working in India. 

9 

Considering the pros and cons as discussed above the idea that 
Home Charges were a "drain of wealth’’ or a “tribute” from a 
subject country to her overlurd is ridiculous. All the same, it will have 
to be admitted that there were genuine grounds for complaint which 
should have been remedied. 

During the war years we have paid off* our loans, funded our 
railway annuities as well as furlough allowances and pensions, and 
have thus wiped off* our debt and emerged a creditor country to the 
tune of £1,000 million. This position is having a far-reaching in¬ 
fluence on the trade of India as discussed elsewhere. 

11. The ‘Entrepot’ Trade of India. India is very convenient¬ 
ly situated for trade between the West and the East. Goods from 
China, the East Indies and Ceylon find a convenient halting place on 

their way to Europe, similarly, the goods from Europe are distri¬ 
buted from Indian ports. 

There are countries like Tibet, Nepal and Afghanistan that have 
no seaboard of their own. Their exports and Imports also pass 
through India. Wool and skins from across those oountries flow 
through Lahaul and Kulu Valley into India and are sent to the 
U.K., and the U.S.A. In return textiles, sugar, tea, sploes, etc. of 
foreign origin are taken in across India. ** 

Indian re-exports went on increasing up to 1923-24 and 

then consistently fell till 1933 34. Gradually they have improved 

again. The following table gives an idea of the expansion m 
last few years : 
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RE-EXPORTS (in 

crores of rupees) 


192-1-21 

• •• ••• 18 

1944-45 

... . 17 

1931-32 

• • • • • • 3 

1945-46 

24 

1939-40 

••• • • • 10 

1946-47 

23 

1942-43 

••• • • •' 7 




There does not seem to be much of a future for India’s 
entrepot trade, as every country wants to have direct bilateral 
relations or quota arrangements with others. Only those countries 
which are beyond the frontiers of India and are without access to the 
sea will use India as a passage for their exports and imports. Re¬ 
cently an Indo-Afghanistan trade treaty has been signed on a bila¬ 
teral basis. This will result in exchanging the special produots of 
this country with those of Afghanistan. 

A brief study of the trade of India with Afghanistan could be of 
interest. Afghanistan has no sea frontier. India is her natural 
entrepot. The value of her trade with India for some years is 
given below :— 

Average per annum from 1900 to 1906 Rs. 1,30 lakhs 

1937-38 Rs. 6,87 „ 

1941-42 Rs. 9,62 ,, 


During the war years after the declaration of war by Japan, 
India could not fill the gap left by that country in the trade with 
Afghanistan. Although trade fell, still Indian exports to Afghanis¬ 
tan actually increased. India exports cotton, tea, leather goods, 
scientific instruments, rubber goods, sugar, silk manufactures and 
livestock to Afghanistan and in return buys mainly fruits, nuts, 
vegetables, skins and furs, spices and wool. There is muoh scope 
for expansion of trade with Afghanistan The land frontier of India 
has been very greatly extended since the partition of the country 
into two Dominions. India is exporting a very large number of 
manufactured goods to Pakistan and is getting in exchange primary 
commodities like cotton, jute, wheat, salt and gypsum. 


Customs posts have been established between the two Dominions 
but so far no figures of the land trade between the new countries 
are available. There is thus a great pauoity of data regarding 

trade across the land frontier. It must be emphasized however, 
that the future of our land frontier trade is bound up with the future 

understanding with Pakistan is, therefore, of great importance to 
this country A fostering of harmonious economic relations with 

neighbouring countries is most desirable. 

12 Trade Today : The Emerging Pattern. The foreign export 
not onW from tae W point of vie. of Indian consumers, nnt ate 


TRADE OP INDIA 


391 


fjrom the point of view of industrial development in the future 
“India has in htr all the latent resources of raw materials, of power 
and human skill to make her a great industrial country. To develop 
her own industries to the fullest possible extent is the natural and 
proper ambition of all patriotic Indians.” For this purpose the 
national Government will have to protect and subsidize key indus 
tries, like shipping, food, mining and heavy chemical industries. 
During war years, the Government of India definitely p omised to 
help industries with a bright future in every way. r 

A Consultative Committee of Economists was established in 
1941 to make recommendations on India’s post-war trade polioy It 
held several meetings and made some useful suggestions. The con¬ 
sensus of opinion in the last meeting was in favour of a multilateral 
trading system with suitable provisions for the development of 
Indian industries ; failing which bilateral agreements, mainly with 
countries of the sterling bloc, wore favoured. The war has taught 
us that an industrially weak India is not a world asset, but a 
liability and that India, not properly equipped, is as muoh a menace 
internally as a menace to world peace. 

At the close of hostilities in 1945, various big Indian industrial 
magnates, including Messrs. Birla, Shroff and Tata, paid visits to 
the U.K. and the U.S.A. to arrange purchases of capital goods for 
Indian industry. Mr. Ardeshir Dalai, the Planning Member of the 
Government of India, also visited these countries with the same 
object. It was found that the United Kingdom was not in a posi¬ 
tion to supply India’s needs in this respect to any extent for at 
least two years to come. Only the U.S.A could do so but she wanted 

to be paid in dollars. India had no dollars to her credit She how¬ 
ever, owned about Rs. 1,500 crores of sterling bonds. Hence her 
most urgent need was to have a fair portion of these sterling 

balances, say Rs. 100 crores worth a year, converted into dollars to 
enable her to buy capital goods in the U.S.A. 

India has had to faoe large deficits in balance of payments 
against her foreign trade. The deficits would have been substantial¬ 
ly greater if a restrictive import policy had not been adopted Do- 

privedrof both consumer and producer goods during the war period 
Indm had to make up large arrears. A muoh more important Reason 

India UP m . h ,® • imp ° rt ° f f °° d grains ia hu S e quantities. 

India had been regularly importing food grains from abroad since 

hal« S h* aratl ° n -° f Bur “^ but reoentl y the quantities and prices 

/T*, g ° mg ”P\ The figures of the value of food drains 
imported during the last few years are as follows ® 


1944-45 

1915-46 

1946- 47 

1947- 48 

1948- 49 


• • • 


• • • 


• • • 


• • t 


• • • 


Rs. 14 orores 
Rs. 24 „i 
Rs. 89 ,, 

Rs 110 „ ) 

Rs. 130 „ approximately. 



1 . 


A further R$ 

urtioto; 


15 orores 


were spent on supplementary f 00 4 
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Our trade policy in the future should be to utilize our raw 
materials for industrial purposes in the country. We are not in a 
position to export raw jute and raw cotton now.\Of the 
former we can hardly get enough from Pakistan for the consumption 
of our own mills. As time passed, Pakistan would try to set up 
her own jute mills and consume some raw jute herself, and export 
the rest to the best paying markets. At the moment she has no 
mills and her exports through Chittagong are limited due to its 
lack of capacity. Hence a good deal of Pakistan jute must flow 
through Caloutta. 


As a consequence the improvement in the composition of our 
trade will depend on our building up the necessary heavy goods 
industries. We have established contacts with Middle East coun« 
tries through exports of textiles. We can maintain them or eveu 
enlarge them. But we must bear in mind all the time that our 
exports are meant mainly for the purpose of getting necessary 
capital goods from abroad. At the same time we have to control 
imports into the country with a view to protecting national intere. ts. 
During the last year and a half the Government of India has .been 
liberalizing or contracting import licences according to the needs of 


the country. 

India has been transformed into a creditor country from 
being a debtor country. She has wiped off her sterling debt of £332 
million and ha 9 thus saved herself from the payment of Rs..14 
crores of interest annually. On the other hand, as the sterling 
assets standing to India’s credit in England cannot be changed into 
dollars which she needs to purchase goods from hard currency coun- 
tries, India has had to borrow £92 million from the LM.F. to pay 
off her deficit. She has also had to ask for a loan of Rs. 150 crores 
from the I. B. to finance her long-term agricultural and transport 


projects. # • i • i« 

With the help of these loans, jt is believed, India, wi*hm three 

to five years will be in a position to do without imports of food gra m 
from abroad. Sho will thus bo able to balance herpayment, easily 
lor it ia teen tbat ber balanoe iB unfavourable by leas than the 

value of food grains imports. 

Besides, India is now free to mould her P ol .‘““ n “ io ‘ a | 

Trade Organization at Havana. Accordingly she bas entered i t 

count, ies including France, Czechoslovakia Japan, RJPj 

^oud'of't'b^so'treati^or 1 either'pacts la * to* im^orfc^eavy^ capital 

£^et, "lidos' i‘ — 

or available. . 

There la no harm if India’,"'* 

** » .vai.ab.e. India’. 
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objective ebonld be to attain national self sufficiency as early as 
possible so as to employ her men and material to the maximum 
capacity and thus raise her standard of living These developments 
will have far-reaching results : put a stop to the increasing numbers 
as well as kill discontent and check the ever-advancing waves ot 

Communism. 

R ising living standards will naturally affect the volume 
and contents of our trade. We shall need capital goods all the 
more and may have to import them from UK , U.S.A., Czecho¬ 
slovakia and even the U.S.S.R., as Germany and Japan are still out 
of the picture. There will also be increasing imports of oonsumer 
goods, fespeoially luxury goods. Both imports and exports will 
increase. Exports of industrial and raw materials will decrease and 
those of light consumer goods will take their place. In the re- 
verse direction imports of primary commodities and industrial raw 
materials into India will increase. A carefully planned trade is 
called for in these circumstances. 

We may then conclude that the crux of the problem is that our 
balance of trade with hard currency areas is unfavourable and that 
there is scarcity of dollars. In order to solve this problem India 
has concluded many new trade agreements and is negotiating some 
more. For the same reason trade controls are being continued in 
India Export and Import Advisory Councils have been appointed, 
and trade delegations have been sent abroad and those from other 
countries being received here. 

13. India and the International Trade Organization. After 
the war of 1914-18, the peacemakers saw no need for economic 
cooperation on an international basis. It was expected that nations 
would return to the gold standard and the “old normal” conditions. 
It proved a chimera, an impossible dream. Luokily it has been 
realized today that the world would slip back into the chaos of 
competitive controls and restrictions unless the major countries 
joined h^nds together to stop this tendency. Before the war of 
19:19-45 there was no free world markets. National economic systems 
had sprung into existence and a policy of protectionism aDd restric¬ 
tive fiscal autonomy made trading conditions precarious. Govern¬ 
ments interfered with international transactions and resorted to 
discrimination. Now joint action is felt to be an urgent necessity to 
prevent world trade from being restricted as it was in tt e ’thirties. 
It is seen that most nations have common fears, problems and 
desires. Such problems can be solved only by common action and 
are proper subjects for international collaboration. 

The idea of international collaboration has been in the field for 
a long time. It was embodied in the Atlantic Charter in 1941. 
It found expression in the Mutual Aid Agreements in 1942, and the 
Bretton Woods Agreements in 1944 It led to a renewal of the 
Trade Agreements Act in 1946 and the Anglo American Financial 
Agreement in 1946. It gave birth to the International Trade Orga- 
mization which held its first meeting? at Geneva in 1947 and its 
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second conference (58 nations were represented) at Havana in 
March, 1948 Out of the 58 countries, 53 actually signed the 
Charter of the T. T. O. India was one of the signatories. 

Briefly speaking, the Committee has considered the work of 
various sub-comm it tees (six in number) and arrived at the following 
conclusions over the various issues involved : 

(1) Quantitative Restrictions and Exchange Controls . The London 
Draft says that “no prohibition or restriction, other than duty, 
taxes, or other charges, shall be imposed or maintained by any 
member country on the importation of any product of any other 
member country, or on the exportation or sale for export, of any 
produot destined for any other member country.” 

The following exceptions are, however, permitted :— 

(0 Transitional prohibitions designed to affect the equitable 
distribution of products in short supply, the maintenance of war¬ 
time price control and the orderly liquidation of Government war 
surpluses. 

Hi) Temporary restrictions to relieve critical shortages of food¬ 
stuffs and other essential products. 

(Hi) Controls under inter-governmental commodity agreements. 

( iv) Import controls by a country as a means of safeguarding 
its balance of payments. Here the test is the member’s need (a) to 
stop or to forestall the imminent threat of a serious decline in the 
1 evel of monetary reserves, (6) in the case of a member with very 
7 ow monetary reserves to achieve a reasonable rate of increase in 
its reserves. 

Any member may complain that another member is employing 
restrictions which are damaging to its tracje. The I.T.O. in 
consultation with the I M.F., will consider the complaint and 
recommend adjustments, which, if not complied with, will bring 
penalises in the shape of withdrawal of tariff concessions from 
member countries Members may r» quest the I.T O. to give prior 
approval to restrictions vh’ch it desires to impose. 

It may be said that these exceptions have been dictated not by 

political expediency but by economic necessity. 

(2) Tariff * and Preferences . Members of the I T O. are 
committed to ^nter into mutually advantageous negotiations directed 
tovard the subptantial reduction of tariffs and the elimination of 
f ref. rences. The general rule requires members to accord to one 
aT other general mconditk nal most-favoured-nation treatment. 
1 bus all tariff reductions w 11 be on a multilateral basis and 
concessions will be granted to every member country whether a party 
to i be negotiation or not Countries like India wdl not have to grant 
conce sion on products of an industry they want to protect. 

(3) Employment . The London Draft provides that each mem* 
her of the I. T. O. “shall take action designed to achieve and 

maintain full and productive employment and high and 
levels of effective demand within its own Jurisdiction through 
measures appropriate to its political institutions and compatible 
with the other purposes of the Organisation.” 
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4. Economic Development* Under the London Charter war- 
weakened nations are allowed to rehabilitate themselves with the 
help of quantitative controls in trade while economically backward 
countries, mainly on the advocacy of India and China. were 
permitted to oslttv oa their programmes of industrialization, by 
regulating foreign transactions. 

5. Restrictive Business Practices. The Draft says “’hat each 
member shall take all possible steps to ensure thit enterprises 
within its jurisdiction do not engage in practices which restrain 
competition, limit aooess to markets, or foster monopolistic control*'. 

6. Commodity Agreement. The circumstances under which 
Governments may enter into agreements regulating the production, 
export, import or prices of primary commodities are cirefully 
defined. Such agreements are limited in duration and are subject to 
periodic review. As a result of the efforts of the Indian delegation 
another clause was added to the oi jectives of inter-governmental 
commodity arrangements in the following terms : “To moderate 
pronounced fluctuations in the price of a primary commodity 
above and below the level which expresses the long-term equilibrium 
between the forces of supply and demand/ 9 

Two other important objectives have also been added, viz. t 

(1) the maintenance and development of the natural resources of 
the world and protecting them from unnecessary exhaustion and 

(2) the expat sion of the production of a primary commodity which 
is in such short supply as to prejudice the interests of consumers. 

To have a common basis of agreement for 50 odd countries is 
not a light task. A formidable hurdle has indeed been crossed by 
making all these nations with hetergeneous aims agree to a common 
principle. Even a greater achievement is that the I T.O. is 
authorized to interpret obligations, issue rulings, hear complaints of 
non-compliance and has power to bring pressure to bear on member 
States and force thrm to comply with its decisions. I.T O/s aotions 
will be backed by the power to restrict advantage gained from the 
eharter and thus punish the violating nation. 

This Trade Charter is indeed a momentous landmark. The 

League of Nations could not succeed in this direction in its time. 

1 he agreement involves long-term planning for the orderly 

development of international trade. At the same time it recognizes 

that a healthy international traie depends on the reconstruction 

of the war-devastated areas like France and Germany and the 

economic progress of backward areas like India. The only fly in 

the ointment is that Russia and the Communist conntnes did 
not join. 


As a result of this charter the trade of the Dominion of India 

w ic is now free to shape its trade policies is progressively on 
the increase. She has secured most favoured nation treatment in 
all countries signing the protocol and is thus in a position to 
compete with her textiles in the Middle East and Australia. 

a.. for « 



CHAPTERpLXV 

INDIAN FISCAL POUCY 

1. Importance of the subject. The fiscal policy pursued in 
the past has had far-reaohing effects on the industrial condition of 
the country. Its study will lead us to conclusions which might help 
in moulding opinions and policies to be adopted now that the war 
is over. On this policy would depend the fate of many ‘war babies’ 
as well as of old industries that will have to face the full blast of 
competition from foreign countries. Hence an intensive study of 
the problem at the present moment, when the war has thrown all 
previous relationships overooard and a reorientation of fiscal polioy 
is in the offing, is ot supreme importance to the student of Econo¬ 
mics. Recently the Government of India have appointed a Fiscal 
Commission consisting of six members under the presidentship 
of Mr. Knshnamaohari to make recommendations regarding the 
fiscal polioy to be adopted by the Government in the new set of 
circumstances. This makes the study of the problem all the more 
urgent. 

2 Fiscal policy of India till 1923. Period of free trade. 

The classical writers upheld the theory of free trade. They 
believed that every country should concentrate its energies in 
the production of commodities for which it was best fitted and 
import other goods from foreign countries similarly situated in 
relation to them. England had the good luck to have had a long 
start in the race for industrialization. Her industries had 
established themselves before any other country thought of making 
any systematic efforts to lollow. England thus stood in need of 
plenty of raw materials to convero into finished goods and big 
markets to sell the latter in. Free trade suited her and her 
economists advooated this doctrine in the belief that what was 
good for England was equally good for the rest of the world. 
Canada, Australia and other colonies of England, including India, 
had to follow in her wake willy-nilly. The first two had to make 
a severe fight to emancipate themselves from these trammels ; 
while India’s fiscal polioy was largely governed by British 
interests. Up to 192 i India followed a cent per cent policy of 
free trade and whatever duties were imposed on incoming goods 
w^re for revenue purposes only. Even these often resulted in a 
oreat outcry on the part of .Lancashire and in some cases counter¬ 
vailing excise duties were imposed. The long line of Finance 
Members during all these years were deeply dyed in free trade 
colour and religiously believed in its efficacy, as a measure 
of relief for the poor Indian consumer ; and even when they did 

imoose customs duties in times of financial stringency, they felt 

very apologetic over it and expressed heart-felt sympathy for the 


396 



INDIAN FISCAL POLICY 




British nlanufaotiirer. Lori Ouraon stated in a letter to the 
London Times, in 1908, that “ever since India ord ° r ® d 

abolish her oustoms tariff m L87o, it has been in the mam 1 
response to Lancashire pressure that the successive readjustments 
of this policy have been introduced ” Thus, if the duties imposed 
for mere revenue purposes did result in creating any industries, 
they were lowered with the double object of correcting the 

tendency and increasing customs income. 

The war of 1914-1918 compelled the Government to raise the 
tariff. They found it impossible to lower it after the war was 
over due to their need for more money. In 1922 the total Indian 
oustoms revenue was Rs 32,14 lakhs as compared with Rs. 9 24 
lakhs in 1909-14, being 24 4 per cent, of the total revenue in place 
of only 13*9 per cent. These revenue duties happened to give some 
protection to a few industries in an unscientific manner but the 
Government were always uncomfortable and “from 1919 onwards 
their efforts were constantly aimed at wriggling out of the situation 
that had arisen. 

3. Arguments for protection in India. The main arguments 
for protection are given below. 

(a) The Infant Industry Argument. Time is required for the 
development and growth of various elements of productive power, 
t.e., for the training of labour, mobilization of capital, for giving 
experience and knowledge to the entrepreneurs, and for learning and 
developing the necessary technique. During the time industry is 
acquiring these essentials and sprouting forth, it must be shelte red, 
otherwise it will be blasted by foreign competition. A child 
requires crutches to learn walking. He must grow up before he can be 
expected to wrestle with a grown-up man The force of this argument 
has been recognized by economists of authority like Marshall and 
Pigou. Some Indian industries are undoubtedly in a state of 
infancy. To protect them from the competition of giant foreign 
concerns is absolutely essential, otherwise they will have little 
chance to grow. Lala Harkishan Lai speaking about Indian indust¬ 
ries to the Fiscal Commission said : “Nurse the baby, protect the 
ohild and free the adult.” Tnis is a maxim whose validity oannot be 
seriously questioned. 

(ii) For Diversification of Industry. For the all-round develop¬ 
ment, mental and physical, of the nationals of a country, a large 
variety of employment is essential, for, an occupation that a man 
follows has an intimate bearing on the development of his personality. 
No nation likes to be a nation of shopkeepers, clerks or agriculturists 
only. The quality of employment is as necessary as quality. It is, 
therefore, necessary to develop industries even though they do not 
conform to the principle of comparative costs, i. e., even though all 
conditions are not congenial for growth. Only protection can enable 

such industries to develop. We have as yet developed a few major 

» • 

M 11 1 ly f. . . . .„ 9m 

I, B. K. Adarkar—The Indian Fiaoal Policy, p. 422. 
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industries.. To develop others protection • will be necessary. 
Specialization in only one or two directions is like putting all one's 
eggs in one basket. There is a great risk of coming to grief. 

(»ti) For Defence. Adam Smith says, ‘'Defence is better than 
opulence.*' Dependence on foreign countries for some essential com¬ 
modities proves dangerous in times of war. For a few years preced¬ 
ing World War 11, many countries, especially Italy and Germany, 
were making frantic efforts to grow or manufacture certain essential 
articles which they had to import, for war cuts off foreign sup¬ 
plies. This argument has a special force in case of ‘key* or basic in¬ 
dustries or food industries, the produoe of which is essential for exis¬ 
tence. In the last war India was not able to piay the part it could 
have played if her important industries had been properly developed. 

(it;) For Self-sufficiency. In case a country deaire 9 to be econo¬ 
mically independent, it might develop various types of manufactur¬ 
ing industries through the aid of protective duties. But isolation is 
neither feasible nor desirable. In view of the present developments 
in the means of communication and transportation it is impossible to 
attain self-sufficiency for years to come. If attempted it will only 
divert the economic resources of the country into less remu¬ 
nerative channels. If, however, circumstances necessitate the 
adoption of suoh a policy, then a country like India will be within 
a measurable distance of realizing this aim. 

( 0 ) For Key Industries . Foundation of a country's industry will be 
merely on sand if it has to import the necessary basic materials like 
iron and steel and chemioal 9 from abroad. Still the application of 
protection fcr the development of basic or ‘key* industries seems to be 
most urgently called for. The development of suoh industries 
should claim the first attention. No effjrts should oe spared for 
the purpose, and key industries should be established within the 
country even if an essential raw material has to be imported. As 
it is, such an exigency will not arise in India as she is riob in almost 
all essential raw materials like steel. 


(u<) Against Dumpin 7 . If another country dumps goods in our 
markets with a view to driving the goods of some home industries 
out of the field protection is necessary in sheer self-defenoe. It is 
possible that the foreign country is working with the motire of 
capturing our markets by undercutting prices now and making up 
the lose by raising price later when the home industry has been 
destroyed. No nation can permit her industries to be destroyed in 

that manner. 


(pii) Again* Bounty-fed Goods. The home manufacture must 
he protected against competition from goods which are sup- 

bv State bounties in their own country. The bounty from 
State gives them an unfair advantage whioh it is the duty of 

IL home Government to reoasve bj impasiag a proteotire duty. 

todn.tr y wto kilted by btmaty-fed erf&r front Htfrop.. 
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Later protection helped India to produce enough sugar to meet all 
her requirements. 

(viii) Against Goods coming from Coitntries with Depreciated 
Currencies. Depreciation of the yen (Japanese currency) in the 
’thirties neutralized to some extent the protection granted to our 
cotton textie industry and the measure of protection had to be in¬ 
creased. The country with a depreciated currenoy is able to export 
more goods. The purchasing country has to pay less of her currency 
per unit of the currenoy of the exporting country and is naturally 
tempted to buy more from a country with a depreciated currency. 
It then becomes the duty of the other country’s Government to 
negative this artificial and undue advantage. 


(ix) For Revenue. Sometimes protective duties are advocated 
on the ground that they will bring additional revenue into the State 
c6ffers. To some extent it is true. A moderate measure of protec¬ 
tion does bring some revenue. But it should be borne in mind 
that there is inherent antagonism between revenue and protection. 
If the Industry has been given effective protection, foreign good9 
vill have no chance to sell. They will not be imported and there 
will be no revenue. In 1934 proceeds from duty on eugar imported 
into our country considerably dwindled and the Government had to 
impose excise duty on sugar to make up the loss. If therefore, a 


country wants more revenue, it cannot get it by prohibiting the 
import of goods through heavy protective duties. It can secure 
revenue only if foreign goods are allowed to come in large quantities 
and moderate duties are imposed on them. That means home 
goods will meet keen ** reign competition and there will be no pro¬ 
tection. Either you can, therefore, give protection or get revenue. 
Further, protection through revenue duties la not sound policy, for it 
will mean uncertainty and lack of continuity. Ii therefore, protec¬ 
tion is to be given no extraneous considerations of revenue should 


be permitted to enter. 


(x) For increasing Employment. Another ground on which 
protection is urged is that the development of industries will, in 
the long run, create a large volume of employment in the oountrv. 
On grounds of pure theory this argument is unsound. As exports 
pay for imports, the country will be able to export less, if it imports 
less. Thus the expansion of her import industries will be counter¬ 
balanced by contraction of the export industries and the volume 
of employment may not be affected. But in the case of India, the 
argument has some applicability, for our export industries, for the 
time being, hardly exist. Our raw materials are indispensable to 
others. If by means of protection we are able to eliminate foreign 

open out for the expansion 
of our industries and the volume of employment will undoubtedly 

morease. Our eoonomy is at present unbalanced. To restore a 

proper balance between agriculture and industry is our prime need. 

purpose^ e ® ect * ve P ro * e otion frill be eminently suitable for thig 
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(a :i) For its Popularity in India . Indian sentiment has been 
and is strongly protectionist. The remarkable progress of industries 
in the U. S. A., Germany and Japan under the policy of protection, 
a recent swing-round to this policy in England herself, and the ruin 
of Indian industries under the policy of free trade have made all 
educated Indians ardently desire protection for Indian industries, so 
much so that they are sometimes prone to regard protection as 
a panacea for all the industrial ills in the country. If, therefore, a 
vigorous protective policy is pursued it will have a strong popular 
support. 

4. Drawbacks and dangers of protection. But protection 
is not a painless remedy. It involves suffering, sacrifice and danger 
which must be intelligently appreciated and understood and 
carefully avoided or minimized. In the first place, imposition of 
protective duties will raise the prices of protected articles and the 
consuming public will have to pay higher prices. The agriculturist 
who has no surplus to sell and the worker, whose wages will generally 
lag behind the increased cost of living, will have to make some 

sacrifices. 


Secondly , whereas the public loses , the rich manufacturers gain. 
This accentuates the inequalities of wealth distribution by adding 
to the wealth of the already rich and requiring the oommon man 
to make a sacrifice. The Tariff Boards and the Government of 
India have steadily kept in view the interests of the consumer. We 
oannot, however, agree that the burden of protection is borne entire- 
lv by the poor masses in India. With the exception of matches 
and salt, the articles turned out by the protected industries, like 
iron and steel goods, sugar, fine cotton fabrics, cement, paper, etc. 
are not articles of consumption for the po^r masses. The burden, 
in their case, is largely borne by the middle classes and they do not 
mind it so much beoause they oan better understand where the 

good of the country lies. 

Thirdly, the industries in the unprotected category * will be hit 

beoause they will have to pay higher prices for some materials or 

ss' 

oo^poidtog of protection when the iron and steel tndustry 

W6S My, there it the danger hat rated inter tete will be ereoled 
6,, protection.’ The industries that will every 

found to be highly reluctant £»«**£ ^J^LTn '‘Wants' an l 
nerve to retam it, Thu, the thl8 danger „„„ be 

;tTa'U°by w“ hd™wiug p y rotec Jn on the ground that the induatry 
i, inoapable of benefiting by it. 

'S& trM 
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systematically spent in influencing legislators or the election of 
legislators. Once therefore protection has been granted, it may 
not be so easy to withdraw. But the Fiscil Commission did not fore¬ 
see any such danger in India, as Indian legislatures were composed 
of too many heterogeneous elements to allow this evil to prevail to 
any large extent. 

Lastly, protection is regarded as ‘mother 9 Of Trusts . It is the 
experience of Germany and America that once foreign competition has 
been eliminated the home manufactures form combinations in order 
to reap monopoly benefits. Although an All-India Sugar Syndicate, 
and a big merger, the Associated Cement Company,, have been 
established in India, yet the combination movement has not made 
much headway here. Further, combinations are no longer regarded 
in the West as inimical to public interest and the combination 
movement has been consciously fostered by the State, 

On the whole, therefore,, we find that a policy of protection in 
India is no^ only desirable but necessary. Its dangers have been 
exaggerated and costs magnified. This does not mean that \ve can 
launch on an indiscriminate and a blind policy. 

5. Circumstances leading to discriminating protection. 

During the war of 1914-18 the Government of India realized that. 
without industries. India was more a source of danger than of help 
to the British Empire. Hence they determined to estaHish some, 
industries. Accordingly an Industrial Commission was appointed 
in 1916 which submitted its report in 1918 and 1 recommended that . 
the Government should play an active part in the development of 
Indian industries so as to make the country self-sufficient “in res¬ 
pect of men and material.” During the war the British Parliament 
also committed itself to the political advancement of India. Such 
an advancement was impossible withoutjtbe grant of at least some 
fiscal freedom. 

6. The Fiscal Autonomy Convention. Since Parliament was not 
willing to concede full fiscal j autonomy to India by Statute, a 
compromise was suggested by the Joint Select Committee on the 
Government of India Bill, in these words : “Whatever be the right 
fiscal policy for India, it is quite clear that she should have the same 
liberty to consider her interests as Great Britain, Australia* 
New Zealand, Canada and South Afrioa have. In the opinion of the - 
Committee, therefore, the Secretary of State should as far as possible 
avoid interference on this subject when the Government of India 
and its legislature are in agreement and they think that bis inter¬ 
vention, when it does take place, should be limited to safeguarding 
the international obligations of the Empire or any fiscal arrange¬ 
ments within the Empire to which His Majesty’s Government is a 
party.” This is the famous Fiscal Autonomy Convention. 

A convention, it may be noted here, is a custom, tradition or 
practice, whiefi is generally accepted though it has no basi* in law. 
It has the saipe force and prestige as law. if @o accepted. ! 
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This principle was accepted by the Secretary of State and it 
became the basis of future commercial relations between India and 
the United Kingdom. Following this Convention tho Secretary of 
State refused to interfere with the cotton duties imposed by the 
Indian Government when he was approached by Lancashire interests 
in March 1921. 

Criticism, of Fiscal Autonomy Convention. The Convention 
has been criticized on various grounds. It is said that it could not 
have any great practical value, since it could only operate if certain 
essential conditions were fulSlled. These conditions were difficult to 
fulfil in actual practice. The first condition was that the Govern¬ 
ment of India and the Indian legislature should be in agreement 
with each other. While the Government of India was an irresponsi¬ 
ble foreign bureaucracy, the legislature represented the aspirations 
of a subject people. In their normal relations they were more in 
conflict than in agreement. The Government of India could never 
agree to a policy, however advantageous to India, which involved 
any sacrifice of British interests. i 

The second condition is that purely Indian interests should be 
involved. What exaotly does this expression mean ? In the 
modern interdependent world it is hard to take a step which 
involves only the interests of one country. 

Further it is pointed out that even the Indian legislature did 
not adequately reflect the real opinion of the Indian people. It 
was not composed (under the Act of 1935) of entirely elected re¬ 
presentatives. A fairly larg9 proportion consisted of officials and 
nominated non-officials who in matters of important issues always 
voted with the Government. 

Most people, therefore, think that the method of conventions 
did not effectively grant autonomy to India in fiscal matters. The 
issues hinged mostly on the personal idiosynorasy of the Secretary 

of State. 

7. The Fiscal Commission. In the meantime a resolution 
had been moved in the Imperial Legislative Council in February 
1920 reoommending the appointment of a committee of the Council 
to report on the desirability of the policy of Imperial Preference. 
This committee suggested the appointment of a Commission to 
examine the whole fiscal policy of India. 

In 1921, therefore, the Government of India announced the 
appointment of the Indian Fiscal Commission “ to examine, with 
reference to all the interests concerned, the tariff policy of the Gov¬ 
ernment of India, including the question of the desirability of 
adopting the principle of Imperial Preference and to make recom¬ 
mendations.” The Commission in their Report recommended dis¬ 
criminating protection. 

Its recommendation — Discriminating Protection. According to 

this policy, protection is not to be accorded indiscriminately to every 



INDIAN FISCAL POLICE 


403 


and any industry. But the case of an industry claiming protec¬ 
tion is to be carefully examined and protection is to be granted 
only if it satisfies certain conditions, so that the dangers inherent 
in protection and the sacrifice involved should be minimized. The 
conditions laid down by the Commission in this connection are 
popularly known as the “Triple Formula.” 

8. The Triple Formula. A triple formula embodied the con¬ 
ditions which had to be fulfilled by the applicant industry before it 
could be granted protection. This formula was as follows : 

(i) The industry to be protected must possess natural advan¬ 
tages, such as plenty of raw materials, cheap power, sufficient labour 
and a large home market without which the industry would beoome 
a permanent burden on the country. 

(it) The industry must be one which, without the help of pro¬ 
tection, was either not likely to develop at all or not rapidly enough 
to serve the interests of the country. 

(Hi) The industry must be one whioh eventually would be able 
to face world competition without protection. 

Subsidiary Conditions. In addition to the above formula the 
Commission laid down a few more conditions of a lesser importance : 
(a) An industry whioh could produce on a large scale with 
increasing returns or diminishing costs was to be considered as 
more suitable for protection. ( b) An industry whioh was expected to 
meet the entire needs of the country in course of time,' was recom¬ 
mended a preferential consideration, (c) An industry essential for 
national defence, as well as basic and key industries were rec immend 
ed protection even if it did not fulfil the above conditions (d) 
Special measures of protection were recommended against the im¬ 
ports of goods dumped into India, or if the goods came from 
countries with a devalued or depreciated currency and thus gained 

an unfair advantage over Indian manufactures, (e) Similar stens 
were recommended against bounty-fed imports. P 

Becommendations Analysed. The majority of the Commission 
were solicitous that the industrial development of India should not 

5 aCe at t i le ex P ense 0^ British interests. They plainly stated 
We do not forget that the U.K. is the heart of the Empire that 
on its strength depends the strength and cohesion of the Empire 
Unless the U.K. maintains its export traie, heart of the Empire 

Empire oan be indifferent." That ie why the recommendalne of 

nature and were so much hedged in by proviso! and conditions 8 

The minority, too, led by the president, did not want “mriis 

criminate protection*' 1 ut they did want India to be treated 
infant country, which in effect she was from the industri^f ™im 

feVTay ^ ^ 
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Whether protection should be granted to young or old indus¬ 
tries, no hard and fast rule can be laid down. In the. case of old 
• and established industries, there is generally some valuable data to 
go Upon atd consequently there is less risk and uncertainty in 
granting protection to such industries as compared with those 
which are comparatively young. But in the case of young industries 
reliable dal a may be obtained from other countries and hence 
there may be surer grounds for protection, whereas in a new 
branch of an old industry there may be greater element of specu¬ 
lation. At any rate some element of uncertainty there is bound to 
remain, whether the industry is old or young. Generally the policy 
of discriminate protection is intended to help young industries l ut 
sometimes an old industry may have to be rescued from a difficult 
situation and protection may be the only means of doing so. The 
young industries may be helped by bounties rather than by impoit 
duties. But it is not the age of the industry which i* the criterion 
for granting protection. The criterion is the fulfilment of the chief 
conditions laid down by the Fiscal Commission. 

Ab for the measure of protection, several considerations have 
to be taken into account. The rate is not to be so high as to 
involve an unnecessarily heavy burden on the consumer or to send 
the industry to sleep and leave it no inducement to make any 
improvements or effect any economies. In order to arrive at the 
fair selling price, costs of production of an average firm must be 
taken and not those which are either at the top or at the bottom, 
becauee the aim is not to prop up weak and inefficient concerns but 
to assist the reasonably efficient ones. 


9. Indian Tariff Board. The Fiscal Commission recommended 
the appointment of an Indian Tariff Board to carry on necessary 
investigations into the claim of an industry for protection and 
make suitable recommendations. It was supposed to Le a body of 
experts, an ad hoc body constituted from time to time whenever 
the case of an industry for protection had to be considered. It 
generally consisted of a president and two members. It coi. ducted 
I detailed inquiry into the conditions of the industry by making 
a Btudy at the spot. It examined witnesses and considered memo¬ 
randa from various individuals and organizations who desired pro¬ 
tection or who were likely to be affected if protection was granted. 
It was for the Tariff Board primarily to consider whether the con¬ 
ditions laid down ly the Fiscal Commission for the grant of pro¬ 
tection were fulfilled by the industry. After making a full inquiry 
and after considering all the relevant facts, it made a recommenda¬ 
tion to the Government regarding the measure and the period oi 
orotection. The Tariff Board was also called upon to review the 
whole matter on the expiry of the period of protection. In 
short, the application of the principles of protection depended on 
this bodv. Thus the realization of the aims of the policy of pro¬ 
tection largely depended upon the composition of the personnel of 
the Board and the spirit in whioh they worked. If they interpreted 
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the conditions in a reasonably liberal manner, protection might 
be productive of good resulfcs / and if, on the other hand, they adopt¬ 
ed too rigid and unsympathetic an attitude, nothing might come out 
of this policy. The first Tariff Board was appointed in 1924 in con¬ 
nection with the iron and steel industry and the last in 1939 for 
sericultural industry. 

10. Discriminating protection in practice, (i) The Iron and Steel 
Industry .—Several major industries were given protection. We 
thall deal with them by turns. The modern iron and steel industry 
came into existence with the establishment of Tata Steel Works at 
Jamshedpur in 1907. The Company started producing steel in 1913 
and made remarkable progress during the First World War. After 
the war was over, the industry had t) face severe competition from 
abroad and incurred heavy losses. Its case was referred to the Tariff 
Board in 1923, who found after inquiry that in a few years j;India 
could be made capable of producing enough steel for her domestic 
requirements at as low a cost as obtained 5n other countries. On 
the basis of making up the difference between the import price of 
steel and its fair selling price in India, the Tariff Board recommend¬ 
ed duties ranging between Rs. 39 and Rs. 45 per ton for three years. 
Enquiries were made from time to time in the position of the in¬ 
dustry (in 1924, 1925, 1926 and 1933). In. the last inquiry in 1933 
protection was continued for a further period of seven years, till 
1941, when the Tata Company asserted that they would be in a 
position to “meet all contingencies” such as the withdrawal of 
protection. 

As a result of this protection, halting and grudging though it 
was, the iron and steel industry of India has made a rapid progress 
and has turned out to be the prize-boy of the donors of protection. 
Today the industry pays a heavy excise duty and fills a big gap in 
the Government exchequer. Thus it paid no less than Rs. 372 lakhs 
to the Government in 1939-40 in one way j or the other. The con¬ 
sumer has not had to carry any extra burden due to progressively 
falling costs of production while the labourers employed in the Tata 
Company are believed to enjoy almost all amenities of life possible 

to people of their status and condition in any country of tho 
world. 

The war has given a great stimulus to the industry. It is esti¬ 
mated that it .will bo able to hold its own against world competition 
without Government help now* Many subsidiary industries have 
sprung up round the main industries. A number of special steels 
are being manufactured and India is meeting a Uarge proportion of 
her need for tool steel, taps, dies and email machine tools of special 
quality herself. Ihe Tata Iron and Steel CJo. have put up a new 
plant tor the manufacture of wheels, tyres and axles for railway 
rolling stock and are helping to manufacture locomotives as well as 
roiling stocks at Mihijam (ChittaranjanJ Workshop. 

iQQfi I i 1 o dia 1 5 r0 ? UC r ed , 28 per cent niore f° f 8fceel in 1942-43 than in 
oo-d9. Most of the output was .absorbed by Government for war 
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and civilian consumption was cut down largely. No steel or iron goods 
could be obtained during the war without licence from the Iron and 
Steel Controller. It is obvious that the vast reservoir of private 
demand which was thus built up will insure the industry against 
any dislocation for many years. 1 

It gives employment to no less han 1 ,'0,000 people. Its pro¬ 
gress under protection can be judged from the following figures : 

TABLE I 

Production of Finished Steel (in Indian Dominion) 


Annual Averages (In thousand tons.) 


1939... 

...731 

1942 

1945 

1940... 

...866 

1943 

1946 

1941... 

...999 

1944 

1947 


These figures show that the production of steel had been going 
down in India during the recent years. As a matter of fact the 
mills have not been working to their full capaoity. The shortage of 
coal, labour troubles and transport difficulties have stood in the 
way. The partition of India into two Dominions led to a dearth of 
technicians. Beiides, wagons were not ‘ emptied and returned 
quickly enough. As these difficulties are overcome the existing 
steel mills will work to their full installed capaoity, but even this 
much production would not be enough for the increasing need* of 
the country. This is the reason why the recent Industries 'Con¬ 
ference ha 9 reoommendei the establishment of two new mills in the 
country. For the same reason imports too have been on the 

increase. 

(it) Colton Textile Industry. The cotton industry in India is 
a very old one and can in no case be oalled an infant industry. But 
due to several causes such as over-capitalization, the loss of China 
trade in yarn, the higher labour costs in Bombay and Ahmedabad, 
the higher cost of fuei, etc., in Bombay, the Bombay industry was in 
difficulties in the middle, twenties. The matter was referred to 
the Tariff Board in 1926 who made an intensive inquiry into the 
ciroumstanoes of the industry and oame to the conclusion that the 
cotton industry deserved protection on the following grounds : 

(,,) The Japaneee yen had been progressively depreciating from 
21d. in 1923 to 14d. in 1935. This depreciation helped 
exports of Japanese textile goods to India greatly. 

(h) The Japanese mills worked on a double-shift systexn and 
though the wages paid to the textile workers in Japan 
were a little higher than in 'India, their average produc¬ 
tion per head was very much greater. It has been 
reported that a worker in Japan attended to six hundred 
spindles for a wage of Rs. 1-14-6 a day with an efficiency 
of 90%, while a spinning boy in Bomba; looked after la 

l The review of the Trade of India—1942*43, p. 38» 





INDIAN FISCAL POLICY 


407 


• * 

spindles for a wage of Re. 1 per day with an efficiency of 
little over 85%. 

(c) Th is industry was the biggest national industry of India 

with a total capital investment of Rs. 42 crores a£id gave 
direct employment to 4J- lakh workers and, therefore, 
needed protection urgently. 

[d) JapaD had rationalized its iadustry while the full blast of 

world depression had hit the Indian industry hard. Statis¬ 
tics show that while the imports from Japan increased 
from 10? million yards of piece-goods in 1922-23 to 425 
million yards in 1938 39, the imports from the U.K. as 
well as from other countries had declined at a quick rate. 
Thus British imports had gone down from 1,440 million 
yards in 1922-23 to 205 million yards in 1938 39 while total 
imports had gone down from 1,577 million yards to 047 
rail lion yards during the same period. The definite increase 
in Japanese imports from 1921 onwards was mainly duo to 
the depreciation in the yen. 

As a result of these factors working against the Indian industry, 
the number of Bombay textile mills went down from 80 to 68 be¬ 
tween 1925 and 1935. There is no doubt that there were defeots in 
the organization of the industry at Bombay but many of these 
detects were gradually eradicated, e g., much capital was written 
aown and the managing agency system, too, was later on got rid of. 

n rt +^ AC i COr 5l Dg - ,y J the Tariff Board recommended protection to the 

b ® x ^ 1 ® ln( Iustry in ever-increasing doses. For instance, the 

Ih LT t W18t and Wa8 fixed at 6 *% ad valorem or 1| annas a 

25 °/ «!# he / 6r WaS I V gher ) and on cotton piece-goods of British origin 
25 / 0 ad valorem and on goods of non-British origin 3U%. Later 

non g f^ ange .* dam P m g fr om Japan, the duty on piece-goods of 

She BriM g °° ds ga ™ a defi “ ila «ivl n V.ge t„ 

1 result - partly 8ha " d i- d >- 

a. i. Iho foHowiog t'abU °i“ dU8 ‘ ry ^ greatly b<meated 


Piece-goods in jds. 


TABLE IH 

Y«»r Cot,ton twIst and yam in millions 
ear of pounds. 

>926 2, ... InJ s“ 0; '” d! * I»P«>*. 

>936.3, ... 1303 « 2.M8 , jTS 8 

__The totol^norma 1 requirements of mill-made cloth in India 

I + t I. ^ a 4 ~ ~ - — - 


I —--------_-- -- Auum are 

Dominion of India only?™ 0 * ° f lna, “’ figures from August 1947 ttri~foFjK 
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no more than 5 000 million yards. There is hardly any room for 
doubt that after we are able to replace the machinery vorn out 
during the war, we shall not onty be able to attain sdf-sufficiency 
but shall also be in a position to satisfy some of the needs of the 
Middle East countries to whom we have been exporting textile goods 
during the war. 

The following table shows the total production of piede goods 
and their exports during some war and post-war years : 

TABLE III 

Production, Cotton Manufactures. 1 


Year 


Yarn 

(Million lbs.) 


1939 

1943 


i • • 


t • » 


i ,277 

1.685 
l,3i 8 


Piece goods 
(Million Yards). 

4,09 2 
4,751 
4,025 


Exports 
of ricee-goods. 
(Million yds ) 


• • • 


• • • 


348 


194C 
Aug 1947 

to July 1948 ... 1,3 5 ... 4,030 ... 202 

(iii) Sugar Industry. Sugar cane is an Indian plant and has 

travelled all over the world from India, And vet foreign white 
sugar thoroughly established itself in India and no less than 5i| 
lakh tons of sugar were imported in 1931-32. The Tariff Board 
was convinced that the industry satisfied all the conditions of the 
Triple Formula and gave it protection at the rate of Rs. 7-4 
per cwt. The rate was enhanced by a surcharge of 25 per cent in 
September, 1931, on account of financial stringency, bringing tho 

import duty to a total of Rs. 9 1 per cwt. . - 

The protection granted to the industry has revolutionized it and 
India is now not only fully capable cf satisfying all her needs for 
sugar, but has also a surplus to export. The Government imposed an 
excise duty on the home product to stop overproduction 
and to weed out the inefficient concerns, but the protective duty 
was increased by that much at the same time. Thus the protective 
duty was raised to Rs. 7-12 per cwt. in 1934 with an excise duty of 
Re 1-5 bringing the total import duty to Rs. 9-1. This remained till 
February, 1937, when the protective duty was reduced to Rs. 7-12 
oer owt^with an additional revenue duty of Rs. 2 per cwt. The 
total import duty of Rs. 9-4 lasted till April, 1939, when the, 
nrotective duty was further reduced to Rs. 6-12 which meant, 
ETtS Import duty came to Rs. 8-12 per cwt. This measure 
of proteotion has been renewed from April 1949 for one year when 

th6 °The Indian sugar industry suffers from three mam defects: 
extracted per ton and (e) the non-ntiliaatron of byproducts. . 

SSS1SA5* £££. taprovemfnts taI*-*-- 
-JT sS.SiSAb, riototlidia Flp.re. from Augn.r 19.1 .«•*» 

Indian Dominion only. 
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The industry has grown remarkably as a result of protection. 
In fact there are very few examples of the rapidity of suoh growth 
known to history. And this progress continued even in the depres¬ 
sion years, when this industry was the only bright spot in Indian 
industry. It has been calculated that out of 131 lakhs of labourers 
directly employed in production of cane-sugar in 1935*36 at least 25 
lakhs were new and there must have been another 25 lakhs who 
were directly employed as a result of protection. The progress the 
industry has made, is clear from the following table which also 
shows the steady fall in imports of sugar into India : 

TABLE IV 

Production and Import of Sugar . 


Year 


(In thousands of tons) 
No. of factories Total production 
producing sugar 
from cane 


1931-32 

1938-39 


32 

139 


Total imports 
of sugar 

5,58 
33 


as 


of sugar of gnr 

4.87 27,58 

7,65 32,48 

_ production of sugar for war and post-war years is 

follows 

Production of Sugar (In thousands of tons). 

Year Quantity Year Quantity Year Quantity 

1941 - 121 °- 19*4 ... 1091 

10 I 11 1942 ”• 886 ‘ 1945 — »67 

1940 ... U82. 1943 ... 1075. 1916 ... 401 

Nine months Aug. ’47 to April ’48...814. 

It must be mentioned that this growth has oome in spite of the 

structural and technical defects from which the industry has been 
suffering and which are : * 

oro /, a) f The “ < ? n : u ‘ ilizatf< ? n of by-products. Molasses and begasse 
are the two chief by-products. Molasses can be used for makinir 

power alcohol, cattle feeding, road making, fertilizing land eto 

h? f 0 ] aS6 u 8,8beingU8ed inan y useful way. It is not 

only unable to fetch any price but even its disposal has become a 

Out of a total production of 349 000 
tons only 52 7 thousand tons were exported in 1935 36. This is a 

utifLTfnT™ b B8te ’ Becau ^ e th © thing which could be profitably 

of transport. 111 6Ug&r factoriee » the roa60r » being the high coat 

( b ) It is seen that the industry is suffering from lack of oaDable 

techmcans. It has been pointed out that the progress of the 

industry (has been retarded by the presence of bolus everts 
technologists and chemists. 2 ® experts, 

GovernZn? h .“ been fairl Y heavily taxed not only by the 

as- 


2 Fi ®? aJ ? olic y- Adarkar, page 228. - 

*■«» Teohnologiaw* 
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machinery, with high railway freights and with income tax on profits 
and an additional Excess Profits Tax during war years. 

In spite of its many handicaps the burden on the consumer has 
not been very heavy. It is reen that the prices of white sug&r in 
most foreign countries were far higher than in India in 1939. At 
the same time the price of gur, mostly consumed by the poor in 
India, was much lower. 

While previously the problem had been to check the over-pro¬ 
duction of sugar and restrictive measures (like excise dutj) were 
being employed by the Government, as the war developed effort 
had to be made to manufacture more sugar. Civilian demand was 
greater than before due to more purchasing powtr and increasing 
population. The requirements of the Defence Forces had increased . 
Indian sugar was also demanded for supply to the United Nations. 

The International Sugar Agreement of 1937, under which India 
had agreed not to export sugar i y sea to any country except Burma, 
expired in 1942. India is now free to export sugar by sea. Sugar 
is in great demand in Cejlon, East Africa, Iraq, Iran and the 
Middle East. In the absence of Java sugar, India can seoure a 
foothold there provided her domestic supply situation is satis¬ 
factory. 

She exported 

• 14,000 tons of sugar in 1940-41 

19 000 „ f i 1941-42 

31,000 „ 99 1942-43 


(iv) Paper and Pvlp Industry. The war of 1914-18 gave a 
brief breathing space to this industry from foreign competition but 
after the war was over, there was severe competition from ^" ro P e - 
Therefore, the industiy applied for ptMtion m 1924 an. 

Tariff Board considered its case. It was found that the Sabai- 
grass product was too costly and had no eventual chance of f»o ng 

cheap, a, d the indu.try had a Bare long range fulurr, "P ec,a '!^“ 

to the increasing dearth of coniferous wood in ® ur P?'one anna 
and printirg paper was given protection at e . _ 

L,!od Wu«1t could no? 1. prov.d .hat India had an, natural 

advantages for its production. Similarly newsprint wa8 . als ° “ eg , 

Jed The Tar,If Board, houeter, reccnrmended 

experimental and exploratory work in certain Later (in 

ment refused financial assistance to t ; mnor f e d wood pulp 

]qq^\ a dutv of Rs. 45 per ton was imposed on 1 P iqqQ 

saw =*' 


tNt)IAN FISCAL POLICY 


411 


Printing 

and 

Writing 

829 
1,103 


IMPORTS 

Packing Pulp 


325 

387 


307 

277 


Indian machinery is not u P* + °- dat ® °consMerably, 

improvable. Cost prices^25 to Rs I23 8 in 1936-37, but only a 
from Rs. 227 per ton in 192 -- industry to stand up to foreign 

further fall in cost will enable the industry 
competition when normal times come. 

TABLE V. 

Production and Imports of Paper 
(In thousand of cwts.) 

PRODUCTION . o _ . 

Year No. of Prirnmg Badami Packing 

Mills und 

Writing 

193^ 33 11 604 ^ 

1938-39^» ~ oal pr jsl rj eu - 

LW meet the morea.ing coemption. 

The industry has a great future. ... 

. u the ficures in the above table, in spite of the 

The bh»p3 thereby could not be dlled up by the imports from 

the 5.1.r»»d Canada. Shipping diffleu,ties were 

the production and distribution ot paper had to be controlled and 

ever !o percent of the current production ot paper was set free 

for civilian purposes. The number of pages ot all newspapers 
published in the country were limited and prices fixed - ® 

fmports decreased. Due to more shipping aooommodation being 
available the imports have increased now after that the war is over. 

The table below makes the position clear. 

TABLE VI 


(In thousand of cwts.) 


Year 

1938 

1941 

1943 


Production and Imports 

Production 

Printing and writing Total (all kinds) 


892 

1.040 

1,021 

1,021 

724 


1,164 

1,854 

1,792 

1,964 


Imports 

Printing 

[000 


1,803 

Up to 1922 India was 


708 

1026 


wholly dependent 


1945 

lAug. ’47 to July *48. 

(v) Match Industry . —- *—- 

on foreign matohes when a heavy revenue duty of Rs. 1-8 per gross 
(amounting to more than 100 per cent, ad v ilorem) was levied on 
matches imported from abroad. Behind the shelter of this duty 
were born a few small concerns. 

__ — - i —^ ■■yn*—— 

l. Figures for the Dominion of India only. 
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There was a straggle between Japan and Sweden for the Indian 
market. The Swedish Match Company got the better of it and 
India began to import more matches from them. At the same time 
the Swedish Match Company jumped over the Indian tariff wall 
of high impcrfc duty of Ks. 1/8 per gross imposed in 1922 and 
started its own factories in India between 1924 and 1926. In 1926 
the matter was referred to the Tariff Board and they reoommended 
the conversion of the revenue duty of Rs. 1/d per gross to a 
protective one and the Government agreed. Unfortunately this 
protective duty helped the Swedish Trust in its iniquitous design of 
capturing the Indian market. This Swedish Trust controlled 
no less than 70 per oent of the total demand for matches in the 
world and like an ootopus spread out its tentacles in the shape of 
match factories all over the world. It also controlled supply of 
German match industry through a subsidiary company. It used 
ruthless methods like the payment of rebates and discounts, refunds 
and prizes to its dealers to oust its Indian competitors. Thus 
many of the smaller concerns either disappeared into its maw or a 
controlling influence was acquired over them through the purchase 
of their capital in the open market. As a result its output in India 
increased vastly and that of Indian companies went down. 
In spite of this clear evidenoe the Tariff Board did not make any 
recommendations whatever to oheck the machinations of the 
Swedish company. 

It is suggested that the monopolistic hold of the Swedish 
combine in India should be broken and a speoial ad hoc committee be 
appointed to suggest alteration in the lodian Industrial Law which 
would make unfair trade practices illegal and enforce Indianization 
of not only capital but also control. With a National Government 
at the helm of affairs such regulations should not be difficult to 
impose. 

The present condition of the industry is illustrated by the 
following table :— 

TABLE VII 

Matches—Output and Import 
t In million gross) 

Year Indian output 

1932- 33 ... 19 

1933- 39 ... 21 

(vi) Sail Industry. The eastern provinces of India oannot 
manufacture any salt for themselves. The Government held that 
enough salt could not be produced in India to supply the need of the 
eaetern districts. But they had to refer the oase of salt to the Tariff 
Board in 1929 after a hot debate in the Legislative Assembly to 
report whether it was desirable to enoourage the production of salt 
in India to provide salt for consumption in areas whioh were 
importing from abroad. 


Import 

6,14 

1,26 


v 
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The BDard reported ia 1930 that the industry oould be 
developed to meet> India’s needs. Aden, at that time, was a part 
of India. They also recommended the establishment of a Marketing 
Board in Calcutta for stabilizing prices. Accordingly, in 1931, after 
the Salt Survey Committee had made its recommendations, the 
Government imposed an additional duty of As, ij per maund on 
all salt imported (except that from Aden) in addition to the 
countervailing revenue duty of R 9 . 1/4 per maund corresponding 
to that much excise duty, for one year. The duty resulted in the 
rapid growth of the salt industry in India. Later on, the duty was 
extended for another year. In 1932 there was a fierce rate-war 
between India and Aden. Italian Fast Africa also took part in it. 
Accordingly in 1935 a Salt Marketing Board was formed to get rid 
of internal competition and stabilize prices. 

Since then the manufacture of salt in India has been at a 

steady rate and is almost stagnating. The industry cannot progress 

unless more salt is consumed for industrial purposes. Only 21 lakh 

tons are consumed by a population of 400 million. This compares 

very unfavourably with the consumption of 80 lakh tons by only 

120 million Americans. We may conclude, then, that salt does not 

need protection. On the other hand, it is the chemical industry 

which uses salt as raw material which needs protection to be 
developed. 


(vii) Minor Industries. A few minor industries that satisfied the 
conditions laid down by the Fiscal Commission have also been 
granted protection, e.g , magnesium chloride, plywood, tea chests 
and gold thread industries. They have prospered as a consequence. 

A duty of 15 annas per maund was levied on imports of 

broken nee into Madras from Malaya and Thailand. Madras was 

not only losing its self sufficiency in food but the agriculturist was 
also being hit hard. 

In the days of acute distress indigenous wheat was also helped 
through a oustoms duty of Rs. 2 per owt. on foreign imports. 

J^ du8t rie» denied protection. We have briefly reviewed 
the industries whioh were given protection. We shall now proceed 

to survey the oases of those industries whioh were either not reoom- 
mended protection by the Tariff Board or were refused it by the 
Government. The major industries which were denied protection 

glass 7 ohemioal8 * < 2 > oi / i (3) ooal: (4) cement f and ( 5 “ 

§ 

(1) Heavy Chemical Industry. This industry was granted 
was then deprived of it without any oogent grounds. ’ *** but 

° he ? ioals ar f of L two kinds : (a) acids—sulphuric, hydro- 

ohlorio and mtno—and the compounds based on th4m ami 
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(b) alkalies like soda ash, caustio soda, Bodium sulphide, ziDO 
chloride, etc. Chemicals included in the second group were never 
manufactured in India, while a start with those in the first group 
was made during World War I. The unit of production was, 
however, small and the co9t of production high. Severe 
foreign competition and a rising exchange rate involved the 
industry in difficulties. 


The case was referred to the Tariff Board who, after a thorough 
investigation, found that the products of the chemical industry 
were urgently needed for most industries in India, namely, the 
textile industry, the paper industry, the glass and porcelain 
industry, the soap industry, the artificial silk, paints and varnishes 
industries and others. Not only being a key industry for so many 
others, the chemical industry was indispensable for national 
defence purposes, sulphuric and nitric forming the base for the 
manufacture of high explosives. In addition, the manufacture of 
fertilizers like superphosphates and ammonia sulphate, so urgently 
needed for the cultivation of paddy, sugarcane, rubber and tea 
crops, was based on chemical products. The Tariff Board said . 
“It is anomalous that a country in which 90 per cent of the 
inhabitants are agriculturists should have to depend upon foreign 
imports for such an important adjunct to agriculture as artificial 

manure.” 

The protection recommended was (a) the conversion of the 
existing ad valorem revenue duty into specific protective duties; 
(6) a bounty of Rs. 18 per ton on superphosphates used as fertilizers ; 
and (c) a reduction in railway freights. The Tariff Board suggest© 
a reorganization of the industry on a larger scale with the help of a 
national combine. Another inquiry into its affairs was suggested 

after seven years. 


The Government did not look at the problem sympathetically 
and argued that protection could not be given beoiuse of the lack 
of sulphur, and, after a good deal of pressure from the legislature 

19Jl P to 31st March, 1933, and later discontinued it on the flimsy 
grounds that combination had been found impossible and that the 

industry had not yet fully developed.” 

During the last war the importance of the industry for 
national defence was fully realized. It has been recognize 
that it is a key industry for almost the entire field of productive 

Activity-both industrial and agricultural-and that «ber»l he|p 

. ^ ~ > 4 .: a i ifa nnao The G o ve'*n moot ot lU'lift uavo 

estabbshodV 948 ) a f actor y at Siadri in Bihar . ca P ab J e °f P rod “jag 

3 50 000 tons of ammonia sulphate with the object of making Ind 
eelf-suffioient in artificial fertilizers. 


Oil Industry 


rate- war was in progress between 
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the Burma Shell Group and the Standard Oil Co. The Attock Oil 
Co , too, utilized the marketing agency of the Burma g™up to its 
benefit. Kerosene was being sold in India by the Standard O J 

below the world parity of prices. 

It was discovered by the Tariff Board that the price-war had 

been started by the Burma Shell group after being assvmdby the 

Asiatic Petroleum Co. that they would be reimbursed by thenoi for 
losses incurred The object was‘'not to realize the best ^ 

can be secured but to regulate. prices to suit its own Purpose which 
was to compel the Standard Oil Co. to come to terms . Thus it was 

obvious “that .protection was sought for financing the price-war it¬ 
self and for shifting the burden of fighting the Standard Oil Co on 
to the shoulders of the Indian consumer of kerosene 1 I he class- 
war was not considered to be detrimental to Indian consumers 
either in the present or the future. Hence the Tariff Board as well 
as the Government refused to protect the “indigenous industry. 


(3) Coal Industry. Many important industries like jute, 
cotton, iron and steel, paper and tea depend on coal. It is a basic 
industry. But railways in India are the largest consumers of coal. 
They, however, have their own collieries and enter the coal market 
only when the prices are very low. Thus they are in a position to 
exploit the coal market. In 1926, when the Tariff Board was asked 
to go into the case of the coal industry regarding protection the 
industry was in a difficult position. Out of a total production of 
24 million tons of coal, railways consumed no less than 6£ million 
tons. The other large consumers were the iron and steel and 
textile industries. Elsewhere the consumption was not significant. 
By 1920, however, a million and a quarter ton- of coal were being 
exported. That year the Government of Tndia restricted exports 
of coal. Besides, due to shortage of wagons and high freights in 
India, bounty-fed South African coal took the place of Indian coal 
not only in Colombo and other Indian markets, but also in Bombay 
and Karachi. The Indian coal industry thus was faced with 


disaster. 


The Tariff Board decided that a protective duty was not called 
for as the future development of the industry did not rest on 
protection. They argued that the industry was in difficulties due 
to over-development. The minority of Tariff Board recommended 
. a countervailing duty of Rs. 1/ / on South African coal but the 
majority refused even that on the ground that such a duty would 
provoke retaliatory measures The Government agreed with the 
majority view and refused help. 

From the point of view of conservation cf the limited coal 
resources of India this rejection of protection might have been sound 
but the Government bad no such consideiation in mind and refused 
even a reduction or rebate on Railway freight on coal sent ! to Karachi 


Adarkar, p. 36Q. 
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and Bombay on the ground that railways were a oommeroial concern 
and could not afford to lose their income. 

. ^ ma y he suggested that the best method to conserve such a 

vital key material as coal would be to nationalize the industry. 
This^ would result in the employment of scientific methods of 

digging coal and would avoid the great wastage in collieries whioh 
is said to be as much as 60% in many cases. 1 

(4) Cement Industry . The industry was started as early as 
1004 in Madras, but it made real progress , only during the First 
World War when the war gave it natural protection. The after- 
war boom resulted in large profits and attracted new investors. 
Thus against an output of 945 tons in 1941, the ten factories at 
work produced no less than 5,50,000 tons of cement in 1920. in 
1924, the industry was on the brink of collapse due to severe internal 
competition, which resulted in appalling losses for the shareholders, 
and British competition. 

The British competition was particularly severe in the seaport 
towns of Calcutta, Bombay and Karachi. The Indian consumers 
had a bias in favour of the British product even though it was in no 
way superior to Indian cement. Besides, the railway freight from 
up-country factories to the seaport towns handicapped the Indian 
commodity against British cement. It was seen on investigation 
that the Indian towns consumed more than half the total quantity 
of cement consumed in India. 

The Tariff Board considered the prospects of the industry and 
its claims for protection. They concluded that India possessed all 
the requisite natural advantages for the production of cement. It 
had ample limestone and clay of a suitable quality. It also pro¬ 
duced f gypsum, the only other raw material required. There was 
ample labour and much skill was net needed in the process. But 
the Board concluded protective duties would not help the Indian 
cement industry on account of “internecine conflict amongst 
themselves.” They hesitatingly recommended bounties on cement 
despatched to seaports or towns near them and a specific duty on 
imported cement in place of an ad valorem one of an equivalent 
value, t. e. 9 Rs. 9 per ton. They, however, imposed a proviso that 
the Government of India should not grant any bounties till 
they were satisfied that such a grant would not lead to reduced 
prices of Indian cement. 

The Government naturally refused these conditional proposals 
so hesitatingly made in view of the cut-throat competition in the 
countrv. One must adm t, however, that in 19 ?4 when the Tariff 
Board conducted its inquirv, “the cement industry had as good a 
claim as any ether for pro f ection ; it fulfilled all the essential con 
ditions of protection. ” Soon after the Government's rejection of 
protection three new companies went into liquidation. If the 
industry had not combined itself first as an I ndian Cement Manufao- 

1. Report of the Coal MmiDg Committee, 1937, quoted by Aderker, Vol I, 
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turers’ Association (1926) and later as the Associated Cement Compa¬ 
nies Ltd, (1936), it would have been ruined. Hence, one cannot 
help remarking that the Government’s rejection of protection ^ o 
this industry of national importance was "somewhat irresponsible . 

(5) Glass Industry . The case of this industry was referred 
to the Tariff Board in 1932. The Board concluded that all raw 
materials except soda ash were available in India. For instance, 
silica sand, borax, limestone and cheap coal were found in abundant 
quantities. Soda ash was not produced in India in any quantity and 
this was the only drawback so far as raw materials were concerned. 
This was not from the lack of any basic materials from which soda 
ash can be produced, but because the industry did not exist then. 
Today the Imperial Chemical Industries, the Tata Chemical’ and the 
Dhrangadhara Chemical are all producing soda ash. 

The Tariff Board, however, recommended protection for the 
industry because they considered that there were reasonable pros¬ 
pects of the almost immediate manufacture of soda ash in India. 
Consequently the rejection of claim for protection by the Govern¬ 
ment of India on the ground that soda ash had to be imported from 
abroad was, to say the least, unfair and myopic. The industry had 
ample raw materials, cheap labour and a large internal market. 
It could also stand on its legs, and satisfy the demands of the entire 
market, if the Government had been sympathetic. In the circum¬ 
stances one cannot help suspecting that the Government actively 
wanted to assist the British chemical industry by importing soda ash 
on a preferential basis. 


12. Burden of protection* We have already discussed the. 
dangers and drawbacks of protection in theory. One of the strong¬ 
est grounds on which protection has been usually criticized is that 
it imposes an unfair and unnecessary burden on the poorer classes of 
people in the country. This in fact ip the main point of the cam¬ 
paign against protection. Now there is not the least bit of doubt 
that protection entails a burden on consumers in a country. But 
does the burden lie on the poor classes ? Is the loss greater than 
the gain and therefore the burden unnecessary ? These questions 
have to be answered before the criticism can be justified. 


It has been often claimed that protection is very costly and 
the agriculturist is groaning with the burden. On analysis, how¬ 
ever, it is found that most of the articles protected do not penetrate 
into the villages at all and are consumed by the members of the 
middle and upper classes in urban areas. Artioles such as silk, fine 
cloth, oilman’s stores, liquors, glassware, crockery, paints, watches, 
cutlery, etc., are not necessaries and do not find a place in village 
homes. Nor does the villager use much of paper, white sugir and 
steel. The duties on cotton piece-goods were imposed as safeguards 
against dumping and depreciation of foreign currencies like the yen 
and this only removed the unfair advantage the consumer was get¬ 
ting at the expense of the manufacturer. Hence it is not the non- 
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vocal masses who pay the price of protection but the educated 
middle classes who have been advocating it all along. Besides, the 
system of taxation in India has been continuously becoming more 
progressive in recent years and no more can it be said that taxation 
is regressive. On the contrary, what with income and super taxes, 
sales taxes and duties on luxury goods, the rich man is every day 
paying more and more into the exchequer. With the advent of 
national Government in India, schemes for the amelioration of the 
poor never dreamt of before have been taken in hand and their cost 
will fall on the upper classes. Even taxes on high agricultural 
incomes and death duties are not far off. 

Next there are dear proofs that the polioy of protection, 
though halting and meagre in nature, has brought more gain in 
its train than loss. There has been a vast increase in employment. 
Many resources untapped hitherto have been utilized. The sugar 
industry supplies an un-equivocal proof of the benefits of protection. 
The use of bamboo pulp for paper would not have been possible 
without protection. In fact, it cannot be gainsaid that there has been 
.an increase in the total consumption in the country as well as in its 
national dividend, Bmall though it may be. 

13. A criticism of the policy of discriminate protection. 

There is no gainsaying the fact that this policy has enabled India to 
develop sone industries and save others from destruction. Iron and 
steel, cotton, sugar and paper industries are deeply indebted to this 

policy.^t th;s disoriminating p 0 H C y has met with strong criticism on 

the part of some Indian economists 1 Some would say it is all dis¬ 
crimination and no protection. According to Mr. B. P. Adarkar, 

“The discriminating protection in India.has vouchsafed nothing 

better than a perfunctory assistance, indifferently and grudgingly 
rendered to industries whose subsequent development has teen left 
to take its own course.” The polioy of discriminate protection has 
not fulfilled the expectations of Indians nor does it inspire confidence 
in * them .The results it has produced in India during the last 
90 years can stand no comparison with what has been achieved in 

Russia and Japan in a short period. We are still predominantly 

an agricultural country far away from our ideal of industrialized India. 

The fact is that the conditions laid down for the granting of 
^potion are too severe. The first two conditions seem tote 
^enmoatible. If an industry enjoys all natural advantages, why 
1I ? 00 i not be able to grow without protection 1 It will not need 

Sb Section The third condition i 8 merely a matter of opinion and 

protection, we ^ & ^ element . Further why should an 

imports to protection if it has no home market but a large 

—Indian Fiscal Polioy. 
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get protection under this scheme. Not many industries 'in foreign 
countries can satisfy such conditions and they would never have 
developed if they had to submit to such tests. Moreover, this policy 
can take into consideration only those industries which already exist. 
It cannot build new industries or bring them into existence. 

The constitution, composition, functions and the procedure of 
the Tariff Board are not such as to render effective an-1 timely aid 
to the industries. The members are selected by the Executive which 
also fixes the terms of reference. They may like to be appointed 
again or seek some other official favour. People who bask in official 
sunshine cannot be expected to take an independent attitude. Even 
so their hands are tied by the terms of reference. For every indus¬ 
try, a new Tariff Board is appointed. They thus lack Width and 
continuity of experience. Their outlook is narrow and whatever 
experience and knowledge they gain in the course of an enquiry is 
lost, for, next time a new board is constituted. They are not asked 
to look beyond a particular industry. 

It is complained that the Board usually adopts too judicial an 
. attitude and in their desire to keep the scales even, they fail to show 
full sympathetic understanding of the needs of Indian industry. 
Foreign interests must have influenced their decision when Imperial 
Preference was grafted on protection in 1927 in the case of steel indus¬ 
try and in 19<i0 in the case of cotton textile industry. Besides, the 
procedure is too dilatory. The Banff Board moves in a leisurely 
fashion from place to place and the report is prepared at the 
convenience of the members and then the Government takes its own 
time. Sometimes more than a year elapses before the report is 
published. The Government devotes some time to the formulation 
of it3 own proposals a&nd their passage in the Assemoly also requires 
some time. Such a slow-moving machinery cannot be expected to 
meet the situation on the commercial front which undergoes rapid 
changes. The industry may be dying but no timely relief 
can be given. It is a case of Nero fiIdling when Rome was burning. 
In several oases the recommendations of the Tariff Board-—an 
expert body—-were turned down oy Government. Periodically 
recurring inquiries import an element of uncertainty. It does not 
speak well of this policy when we remember that oem3nb, glass, coal 
and oils, woollen and printers’ ink industries were denied protection. 
There are several industries which deserve eaoouragemenb, bub have 
not yet been considered for protection at all, e.g. aircratt, automo¬ 
bile, ship-building, tanning, eleotrioal goods, pharmaceuticals, 
handloom weaving,-soap, etc. 9 

In other countries like the U.S.A. and Australia, there are 
permanent Tariff Commissions whose duty, it is to keep a watch 
over the industrial field and take action if anything g>es wrong 
The Import Advisory Committse in Great Bricain can also act 
expeditiously. What is wanted in India is a large body of experts 
enjoying independent and permanent tenure like the High Court 
Judges who should have full discretion in the performance of their 
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duties. They should be in a position to render effective aid to 
needy industries expeditiously. 

In the end no fairer summing up and no better suggestions can 
be given than in the words of Mr. B. P. Adarkar :— 

“First, the formula of Discriminating Protection needs over¬ 
hauling ; it should be replaced by a simpler, more sensible and more 
straightforward formula. The rigid conditions of that formula 
must be revised somewhat along the lines of the British Safeguard¬ 
ing of Industries Act. The condition regarding raw materials, in 
particular, must be considerably relaxed. The best method of 
doing this will be to judge the natural advantages of any parti¬ 
cular industry from the final figures for the costs of production, 
present and future, as computed by the Tariff Board, and not 
piecemeal from the enumerated conditions of raw materials, labour 
supply etc. The third condition of the formula must be dropped as 
being of the nature of a forecast rather than a condition precedent. 
Secondly, the machinery and procedure of the Tariff Board 
must be drastically revised, and the present system of hurdles and 
bottlenecks must be abolished facilitating a straight reference to 
tLe Board, which should have powers to initiate enquiries itself. 
The personnel of the Board also must be made more responsible to 
Dublic opinion and the present predominance of the official element 
reducedf Thirdly, there must be a clear-cut division between (a) 
Developmental Protection ; (6) Safeguarding ; and (c) the Revenue 
Tariff the purpose and function of each being clearly defined 
and understood by all concerned, including the Government. Fourthly, 
the revenue tariff, in so far as it affects the development of 
industries, must be subject to the review of the Tariff Board. 
Fifthly from time to time, the Government must encourage the 
development of essential new industries by means of an experi¬ 
mental taiiiT’. If in spite of the tariff, the requisite industries do 

not come into existence, it should be open to the Government to 
withdraw p reference . Imperial Preference means “the 

1 ° w ® . r 3»i The idea had been in the field for a long time. It was 

0 i c | form as lone ago as the 17th and 18th cen- 

turXin England. Preference for the exports of the mother country 

was com H eo y h E ' ire at complete liberty to regulate their 
r arl ff U T hen to allow sS concess.on to the Empire goods volun- 

involve no relaxation of protection nor would it be of a type to 

invite reprisals. attitude towards Imperial Preference 

It was in iyOd that inaia s attitu r ft king into account 

I Baldwin— Ottawa Conference. 
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be prejudicial to her interests. India was a debtor country and the 
major portion of her net annual obligations to England were secured 
by an excess of exports over imports in her trade with non-Empire 
countries. Thus there was a real danger of reprisals by foreign 
Governments of which the results might have been ruinous. Lord . 
Curzon stated that India had something, but not perhaps, very 
much, to offer to the empire ; that she had very little to gain in re¬ 
turn and that she had a great deal to lose. On later occasions, too, 
the Government of India consistently opposed a general system of 
Imperial Preferences. 

0 

The Indian Fiscal Commission considered the question in 1921, 
and remarked that the advantage of a preferential policy was likely 
to be greater for imports of manufactured goods than for exports of 
raw materials. They held that it was not proper “that India should 
be called upon to bear an additional burden on top of discriminating 
protection for the furtherance of interests which are not primarily 
Indian.’ 1 The war of 1914-18 had, however, given so much strength 
to the idea of pooling the resources of the empire and making it one 
strong eoonomic unit that the Fiscal Commission, in spite of their • 
conviction that Imperial Preference would be harmful to India due 
to the resultant increased burdens on the consumers, supported it as 
a practical policy and favoured preference on a few articles as a free 
gift to England after examination by the Tariff Board and with the 
approval of the Legislature. They remarked, “We would not have 
India in a position of moral isolation within' the Empire ; a free gift 
from India, however small, would be welcome as a gesture of 
friendship 2 and as a proof that she realized her position as a 
member of the Empire.” 

In spite of the fact that the representatives of the Government 
of India had given their opinion against any general scheme of 
Preference lor the empire as a whole, the scheme was put in opera¬ 
tion and some protection was given to imports of British steel in 
1927, and textiles ia 1930. Thus India had to follow in the 
footsteps of the Dominions which had given extensive preference 
to the mother country since L920. 

« 15. The Ottawa Agreement, 1932. In 1932, India’s fiscal 

policy changed as the result of a change in the British fiscal policy. 
The United Kingdom discarded free trade in favour of protection 
and Imperial Preferences at Ottawa. If India did not follow 
Britain she was in for a loss. “The Ottawa Agreement between the 
United Kingdom and India served primarily as a measure of 
insurance against potential losses in the Empire markets.” 3 India 
would have fared badly if she had not accepted the Pact after the 
United Kingdom had adopted protection with a comprehensive 
system of Empire Preferences. India’s exports would have had to 

1. Fiscal Commi sion Raport, p. 119. 

2. Ibid. 

3. B. K. Madan— India and Imperial Preference, p. 119. 
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faoe severe competition in the British market and B ritish tariffs 
would have gone against India in case she had rejected the Ottawa 
Agreement, 

The Agreement was confirmed by the Indian Legislative Assem¬ 
bly in 1932 for three years. As a result India gave 7J per cent 
preference on certain classes of motor vehicles and 10 per cent on 
some other goods. Thus while the duty on some non-Empire goods 
like spirits, perfumes, electric bulbs, etc., was 5 J per cent , British 
goods of the same type paid 40 per cent, British motor-cars paid 
30 per cent against 37| per cent, ou those of foreign make and while 
some other foreign goods paid 30 per cent. British goois escaped 
with only 20 per cent. In the reverse direction Britain granted India 
a 10 per cent, preference on several commodities and allowed some 
others to enter free of duty. 1 

This agreement was termin ited by the Assembly in 1936, but 
was renewed the same year. Then it continued till 1939, when the 
Indo-British Trade Agreement replaced it. 

16. Effects of the Ottawa Agreement on India. A controversy 
has long raged over the issue whether the Ottawa Pact has resulted 
in gain or loss for India. The Government position has been that 
the Pact has been of inestimable benefit to India while the nationa¬ 
list view has given an equally emphatic verdict against it. 


That Indian exports to England and British exports to India 
should increase is but a natural consequence of the preference policy. 
This is, however, only a superficial view. It is not an easy job to 
o&loulate the precise effects of the Pact, for, we are in no position to 
say what the situation would have been if there had been no agree¬ 
ment at all. Besides, the years during which this agreement ran 
were not normal years. The whole eoonomio system of the world 
was topsy-turvy. There was a great depression. There was a rise 
of intense economic nationalism in every oountry in Europe. Currency 
blocs had been created all over the world. In suoh a state of affairs 
when the eoonomio equilibrium of the whole world had been dis¬ 
rupted, to study the effect of minor things like a Paot between two 
countries is almost impossible. Dr. Madan has adduced figures to 
prove that the agreement had "a high insurance value”. Tfie 
official view is that India gained more than what she gave. This 
train is in mo 9 b oase 3 deceptive. * The chief commodities that gained 
from the preference in the British market were rice, tea, tobacco 
and jute manufactures. The remaining preferred articles did not 
show much gain. On the other hand, the total number of British 
commodities that were preferred in India was 162 and they all 
uained mostly at the expanse of Indian industries. Indian articles 
fn the United Kingdom did not compete with any British products 
whatsoever. On the contrary, they helped British industry._ 


1 For a full discussion of the grouping of oonmolitie^ 
preference on their trade, eee Madan, op. oit., p. 5 1 n. 
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It may be further mentioned that it was not Indian rice that 
gained from preference in England but Burma rice and the benefit 
to tea and jute manufactures did not go to the Indians as such but 
to the British growers of tea in Assam ard British jute magnates in 
Calcutta. We are constrained to say that the character of the 
trade was so canalized by Ottawa preferences that India lost in both 
directions. The agreement was foisted on an unwilling legislature 
and an unwilling country by the Viceroy. Our trade was directed 
into the empire countries and as a result we started losing in other 
important markets such as the U.S.A., Japan and the Continental 
countries of Europe. The Pact could have been called useful if the 
Indian trade with non-Empire countries had not contracted. 

17. Industrial Co-operation. This co-operation (which is the 
basis of Empire Free Trade or Preference Scheme) between India 
and the United Kingdom could only be on the basis of the latter's 
recognition of the fact that India was going to industrialize herself 
and tbat England should content herself with supplying India's 
needs in the way of capital goods, machine tools and fancy goods 
of a quality India is yet incapable of making herself. When India 
can manufacture these the United Kingdom should adapt herself to 
supply the ohanging needs of Tndia. The Indian market is a vast 
one. With a rise in the standard of living of Indian masses, their 
demand for superior goods is bound to increase, thus providing a 
changing but ever-increasing opportunity to the United Kingdom 
for marketing her goods in India. 

18. The Mody-Lees Pact (or the Bombay-Lancashire 
Agreement), 1933. A British Textile Mission headed by Sir William 
Clare Lees arrived in Bombay in September 1933. It negotiated an 
agreement with Mr. (new Sir) H. P. Modv, President of the 

* -owners’ Association. This Agreement gave considerable 

differential advantages (preferences within protection) to the United 

Kingdom and “arranged for the extension to Indian goods of many 

advantages secured for British goods in Empire and other overseas 

markets, as well as for India’s participation in any quota allocated 

to the United Kingdom 1 . It also promised effective action to promote 

the use of fnd>an cotton in Lancashire mills. The agreement was 

later embodied in the Supplementary Indo-British Trade Agreement 
in 1935. ° 

19. Supplementary Indo-British Trade Agreement, 1935. 

n January 1935, a supplementary agreement was signed between 
India and the United Kingdom amplifving the 1932 Agreement and 
granting further privileges to the British industry in India. Its 
important provisions were as follows : — 

(a) That the protection given to any industry should not be 

greater than was just enough to make the selling prices 
of goods made in India equal to the prices of imported 

goods and wherever possible lower duties should be 
levied on British goods. 

I- Madan, op. cit. p. 162. " “ - - 
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(b) that when substantive protection was to be given to 
any IndiaD industry, full opportunity should be given to 
concerned British industries to argue the ; r case before 
the Tariff Board ; 

(c) that even during the course of protection a request by the 

British Government should move the Government of 
India to review the situation and revise the protective 
rates, if so needed ; and 

(d) that the British Government undertook to popularize 

the use of Indian . cotton and to continue to import 
Indian pig iron free of duty but only so long as the 
current preferences on British steel in India continued 
at the same rate. 


The Agreement was thrown out by the Indian Legislative 
Assembly but was certified by the Viceroy and continued in 
operation till 1939, when some redundant clauses were allowed to 
lapse and a new Agreement signed. 

20. The Indo-British Trade Agreement, 1939. Negotiations 

between the two parties went on for a long time—about three years— 
before a Bill was presented before the Assembly to replace 
the earlier pact. It was rejected in toto by the House, but was 
again certified by the Governor-General, thus proving that the 
fiscal freedom granted to India was in name only. Its mam 

provisions were as follows : 

(1) India granted 7£ to 10 per cent, preferences on 20 articles 
imported from the United Kingdom, e.g., 10 per cent on chemicals, 
paints, sewing machines, etc. and 7£ per cent, on motor-cars and 


cycles. 

(2) The exports of Indian cotton to the United Kingdom were 
linked by a sliding scale with the imports of cotton piece-goods 

from the United Kingdom. 1 

(3) Most favoured-nation treatment based on preferences was 
mutually agreed between India and the other Empire countries. 

(41 The United Kingdom on her side gave preferences ranging 
between 10 and 20 per cent, on some scheduled Indian goods and 

?ree tm 1M1, when ditie. .night be ta.po.ed on ,t ,f Ind.e 

imposed duties on British steel. 

The Agreement Reviewed. The mere fact of the edifi¬ 
cation of the Agreement Xith^th^dTsapprovaT"of com- 

reaentment lt .to ^^*S I( ^“«STlon^lcid Indian 

“ d ^Bril.rSrtaination were fumld down. It i. believed 

^rlgr^he^ea raoorninn to .be Britj^Jntotg_«j_ES!5!» 
- op - 0,t '’ P ‘ 56 
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of the Agreiiasnt were aubatantial, those which India gained “ had 
mainly a negaKio itwuAnoie valuta. 

The slidiST.sfihe tM»*mWli*tfng up 1 exports of cotton 
piece-goods frJm tWynltetf tedia and 

from India xXs noting lesh ft an ‘‘ ■•"JfX.i* 1 "* Indian 

goods allowed a free entry in England, e.g.,] nte.ffavrobalans, lao 
and mica, ^ere * monopoly of India and were, Plwmatena^s 
needed by EdglanS. Af or cover, a large number, of Mdjp com¬ 
modities which received preference in the Doited Kmgdo* Jget with 

severe competition on .equal .tjfnftjjfrpm .Mithm ®e « 

ikft nniiad Kjnvdom enioved dEhBlve prefereWtp « lnd-taW^A 
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cotton was different. The^dicd' were fUfea^|y JKatffed it favour of 
the U. K. in the prescribed sliding scale. It would be wgill to re mem- 
ber that India could not afford to be outof the^referenoe circle 
as otherwise her exDorts would have* - met .witljiAeavy duties in the 
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would have been better if she had removed India*s genuine 
complaints and secured her goodwill. m 

21. Pre-war Bilateralism in India’s Fiscal Policy, (i) The Inly- 
Japwat Pact of 1934. In addition tJP Iqftlia’py bijateral relations 
with the United Kingdom as discussed above, she concluQecLft trade 
agreement with Japan in 1934. Jap in had greatly d ^ecfted her 


currency. Her exports of clo^b put the Indian irjnua^y in a 
very precarious position. Evenki mity of 50 per ceju>. did valorem 
on imports of non-British Muposed in 19^2/wd not meet 

the situation. The GovernriJen^oH^In^ta gavaVth|^nece3sary six 
months* notice to Japan to enc|<Hire most faCvq^edVnation relation¬ 
ship entered into with her iiui9©4. The denunciation of the Indo- 
Japanese Convention movea Japan to bovcott Indian ootton and 
enabled the Government of India to raise the duty on foreign 
piece-goods to 75 per cent ad valorem. 

A Japanese delegation came to India in. October, 1933, and 
a new agreement wa9 signed between the two countries in 1934, 
It consisted of a Convention and a Protocol. The Convention 
provided for the extension*of most-favoured-nation treatment to 
each other while both parties reserved the right of levying special 
customs duties when required to correct the effects of changes in 
the value of the yen or the rupee after January 1, 1934. The 
Protocol linked the imports of Japanese pieoe-goods on the basis 
of a sliding quota with the exports "bf raw ootton from India, 

1* Jathar and Biri*-Indian.Economics, Vol.’ll', p. 630. 

2. r B P. Ad&rkar, op. cit. p. 561.. 

3. Madau, op. olt. p. 242. 
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The duty on Japanese piece-goods was lowered from 75 per cent 
to 50 per cent ad valorem. 

The treaty removed all bitterness of feeling between the two 
countries and benefited both the Indian grower of cotton as well 
as the Japanese manufacturer. As time passed the Indian mill- 
owners, however, complained' of evasion of the spirit of the treaty 
by Japan, for she started exporting large quantities of cuttings 
ot cloth pieces knbwn as fenta which were not only outside the 
quota, but also paid a lower customs duty. Japan further 

enlarged her exports to India by sending ready-made clothes and 

artificial silk goods which too were not included in the quota. 
Further, cloth of greater width than a yard was exported to India. 

In fact, all kinds of ingenious plans were adopted to sell in the 
Indian markets more than the prescribed quota of piece goods 
In addition large quantities of all kinds of miscellaneous goods 

like crockery, cycles, toys and umbrellas were dumped into India 

thus doing great damage to immature Indian industries. 

(iil The tiew Indo-Japanese Agreement, 1937. All the 

above-mentioned points ot criticism were taken into consideration 

i treatv was over and a new one was to be drawn up 

in 1936 The need for inclusion of fents, artificial silk goods and 
made-up cotton clothes in the quota was urgently stressed by the 

Advisers But * although the negotiations were 

protracted, the new 'protocol retained the features ot the old one. 

The basic quota was reduced but the reduction was due to the se- 
.. Burma from India, and was not nearly enough, as Burma s 

SB 

of textile and non-textu g . minimum required to 

o*tate of Indian oottoo «^ more or ^ ^ reviowe _, 

*. a „d v f dTn a 1940 'bot ihe negotiation, broke down and before 

and revivea - « settled the war intervened. 

( "i) T*e Indofurn* Trade' Agreement 

ed by a Begnlafon *^ D , m “ n ™?n of profaranoa “against Empire 

farmer and mmer gamed {t J The Indian manufacturer 

ore. were admitted into I^duty-free. ^ obtained^ 

1 1 — a^vll ♦, 

arket. 
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Indian imports from Burma far exceeded in value her total exports to 
that country; hence Burma derived a greater total advantage 
than India. But India urgently needs Burmese rioe and raw 
produce. 

22. Post-war Developments.— (A) Tariff Board . Developments 
and operations after the Partition . For the first time in its history 
the Tariff Board in India was entrusted in November 1947 with 
certain duties and functions in addition to its old normal functions 
of investigating into claims for protection and of tariff equalisation. 
The Tariff Board now occupies a position similar to Tariff Boards 
in the U.S.A. and- Australia. The additional functions of the Tariff 
Board as reconstituted in November 1947 with a President and two 
members, are as follows :— 

(1) To report to the Government, as and when required, 

factors that lead to increase in the cost of production of 
Indian manufactured goods as against imported articles. 

(2) To advise the Government, as and when required, on me¬ 

asures whereby Internal production may be seoured on the 
most economical cost basis. 

(3) To enquire, as and when required by the Government, 

into the cost of production of a commodity produced In 
the country and to determine its wholesale, retail or 
other prices, and to report on the same. 

(4) To recommend to the Government, as and when required, 

measures necessary for the protection of India’s industries 
from dumping from abroad. 

(5) To undertake studies, as and when necessary, on the effeots 

x of ad-valorem and specific duties and tariff valuations on 

various articles and the effeots on tariff concessions grant¬ 
ed to other countries. 

# 

(6) To report to the Government, as and when necessary, on 

combinations, trusts, monopolies and other restraints on 

* trade, whioh may tend to effect the industries enjoying 

protection by restricting production, or maintaining or 

raising prices^ and to suggest ways and means of prevent¬ 
ing such practices. 

(7) To maintain a continuous watch over the progress of 

protected industries by conducting enquiries, as and when 
necessary, on the effects of the protective duties or other 
means of assistance granted, and advise the Government 
regarding the necessity or otherwise of modifying the pro¬ 
tection or assistance granted j to keep a oareful watch to 
ensure that conditions attaohed to the grant of protection 

were fully implemented and that the protected industries 
were being run efficiently. 

fol Jtog^oSt‘n^” d bM b86 “ “ ked '° '°°“ daot 
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1. Tariff Enquiries : 

(a) Plastic goods including moulding powder used in the 
manufactuie thereof ; 

(b) glass and glassware, including bangleB ; 

(c) slate and elate pencils ; 

(d) hydraulic brake fluid ; 

(e) magnesium chloride; 

(i) sericulture; 

(g) artificial silk and cotton, and artificial silk and mixed 

fabrics; , 

(h) gold and silver thread and wire ; 

(i) sugar; 

2. Pi ice enquiries : 


(j) cotton cloth and yarn ; 

(k) steel ; 

0) paper; 

(m) Bugar ; 

(n) superphosphate. 

Bv the end of 1948 the Board had completed seven enquiries and 
has submitted reports to Government. Others are in the course of 


Veing submitted. 

Ihe new functions devolving on the Tariff Board make it clear 
that the Government is keen that the interests of consumers should 
be safeguarded. The Board has undertaken a review of bicycles 

Ire stock position), caustic soda and bleaching P°^ der , (re : B u bsid .y) 
and calcium chloride (re. protection). Reviews of other industries 
are to be undertaken. Ab a result of the Board s recommendation, 
sugar industry has been given protection for one year more, and 
nosition could be reviewed again in 1950. 

Tn India new tariff problems are taking their rise every day. 
Ne« method, of"r*de control have to be devised. The Board will 

*nd «ill establish "its integral and almost indispensable role ae 
“vettlgator „d adviser on th% whole gamut of terifl problems" 

(l 1ST 21.’"problem”'’fa^s” otio^ rto oo 

C b a etntL witbe^orneg prim., oommodi^ 

rbV^arof^Vem^t^U il'tbeSfore, imperative that we 
Should increase our exports popu ,ation is 

As regards imports India ^^^^f'^dsfuffs^as actually 

deelined. Hence she has had Jo import Huge 9 overQIient have 
Stuffs. We must curtail theaejmp^orts^^ confident , y Btated that 

realised the urgency o h j h w iH enable India to be free of 

they have schemes m hand^ ^h^n ^ ^ dQ BQ we need tractors, 

SriCnum. and eleotrio meohmery from abroad. 
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Due to the partition, India has lost her best areas for the pro¬ 
duction of long-staple cotton and jute. She is, therefore, compelled 
to import large quantities of raw materials, too, from abroad. Strenu¬ 
ous efforts are being made to produce them in India, but focd grains 
are the first priority and it will take a pretty long time before we 
can produce enough raw materials like cotton and jute to meet our 
needs. 

India is not yet in a position to construct machinery and 
machine-tools needed for industrializing herself. She has to depend 
for these on foreign countries. Hard currency countries are in a 
position to satisfy India’s needs in this direction best but India 
cannot find enough dollars to pay for them through her ordinary 
exports to them She has had to borrow from the I.M.F. tem¬ 
porarily but she cannot do so for ever, bhe cannot have her sterling 
assets converted into dollars. Therefore India has to reorientate 
her fiscal policy to meet her urgent needs for food grains and agri¬ 
cultural and industrial machinery; World War II resulted in a 
plethora of money in India amounting to inflation. To absorb 
surplus money and to check inflationary conditions consumer goods 
of all kinds, for which the people of India had been starving during 
war years, have had to be imported. 

Thus India has to find sufficient amount of payments for her 
food grains, plant and equipment, industrial raw materials and con¬ 
sumer goods. To do so we should increase our exports both of raw 
materials and primary crmmodities we produce, as well as of those 
of our manufactured goods which are acceptable abroad. 

For this purpose we should carefully nurse our new markets for 
piece-goods in the Middle Ea^t and elsewhere. We ar* having heavy 
deficits in our trade with the U.S A. and other hard currency countries. 
We should take special steps to encourage exp >rts to these countries 
in all possible ways. Braaeware, cotton and silk embroidery, and 
gfild and silver embroidered goods, ivory carvings, coir goods can be 
profitably exported to dollar areas. It does not matter even if we have 
to curtail some exports to soft currency areas in the process. The 
Government of India have been changing their fisdai policy accord¬ 
ing to the needs of the moment. 

With independence secured, India is free to adopt whatever 
methods may be essential for its industrialization. She has, no 
doubt, signed the Charter of the I.T.O. at Havana along with' 52 
other nations. She has agreed to a multilateral system of trade. 
Being “ economically backward ” she is allowed certain privileges! 
Thus she has been able to enter into bilateral treaties for exchange 

of goods with a very large number of countries including Japan 

Burma, Australia, Afghanistan, Iran, Egypt, Czechoslovakia! 
Yogodavia, France, bi zonal part of Germany, Sweden and 
the U.S.A. She is also permitted to encourage indigenous industries 
by “ reasonable protection. ” Her new Tariff Board resembles the 
old one in name only. It has wider functions and for the first 
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?? years^ after it was created, it ocoupies the position it 
s ou aye at its inception. There are indications that import 

n expor controls will be maintained in India for an indefinite 

perio o secure “difficult ” exchange for purohase of capital 

an ^ ^^nical personnel. Things are in the course of 

e J. n ® j° Wn J? OW ; Government of India have, therefore, 

ppom ed a Fiscal Commission—an independent non-official body 
un er the presidentship of Mr. Krishnamachari to review 
e present policy of discriminating protect ; on and lay down 
princjples^ of protection in the light of the existing situation 
** particular reference to the country’s international obligations, 
he Commission is thus expected to cover the whole field of India’s 

t * policy and to reorientate it in time with world changes and 
India a present requirements. 

It may be pointed out that even though inland trade is 
more important to India than to many other countries, yet she 
carmot isolate herself from the rest of the world. With growing 
industrialization India will depend more than ever before on 
foreign countries. She must import capital goods, technical 
“know-how ”, industrial raw materials and even capital from 
abroad. As time passes primary commodities will steadily lose 
importance in India’s export sheet, and manufactured and semi¬ 
manufactured goods will replace them For the latter India will 
have to find new customers in the Middle Ea Q t and Far East 
countries which are industrially undeveloped. Thus India’s trade 
will * assume more of a multilateral character than otherwise. 
To some countries she will sell her manufactures, from others she 
will purchase industrial raw materials and from still other3 her 
capital equipment. India will thus work towards a liberalization 
of trade rather thar a perpetuation of barriers. Even during the 
period when India’s industries are being built up and protection 
is needed to build them. India’s links with the rest of the world 
are very wide as is evident from the large number of commercial 
treaties she has entered into. India is not particular where she 
burs her goods or where she sells them provided she secures 
what she wants and sells what she has. In the words of 
Dr. Mattbai, in response to any reasonable appeal for economic 
co-operation, “ a free Tndia cannot return a blank negative without 
damaging her position in the eyes of the rest of the world and 
without ultimately stultifying herself.” 

Further Readings Suggested 

1. Indian Economy Today and Tomorrow —An American 

Study. 

2. India’s Foreign Trade—Ganguli. * N 

3. Trade—N.P 0. 

4. Trade, Tariffs and Transport—K. T. Shah. 

5. India Before and Since the Crisis—Brij Narain, Vol. I and. 
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CHAPTER XXVI 

BANKING AND CREDIT 

1. Introduction, Indian banking is as old as her trade and 

commerce. The laws of Alarm show that banking was understood 

and practised long before Christian era. Chanakya’s Arthaahastra (the 

science of Money) mentions the presence of bankers in the times 
ot Chandragupta Maurya. 

severe blow3 from the Muslim 
~ a nd o occupation of India. Many old banking houses surviv* 
ed, however, and performed important financial services for Muslim 
princes and courtiers. The names of Jagat Seth and Oma Setff 
are well known in the history of the Nawabs of Bengal. Even the 

East India Company made use of them to borrow money and to 
remit it to distant places in India. 

Even tcday when the Western banking system has so thoroughly 
established itself in the country, no picture of Indian banking 
would be complete unless the old indigenous banker and money¬ 
lender are prominently painted in. 

A study of the problems of Indian banking is highly important. 
Unfortunately, complete banking statistics are not available. The 
shroffs in the city and money-lenders in tho village do not publish 
any accounts. Many of the^ non scheduled joint stock banks, too, 
which exist in large numbers and are incorporated under the Indian 
Companies Act of 19315, neither publish any returns nor supply them 
to the Reserve Bank of India. This paucity of data stands in the 
way of a thorough comprehension of the problem and the eradica¬ 
tion of faults from the existing system on a scientific basis. 

2. The Constituents of the Indian Banking System* The 

Indian money market and banking system are composed of the 
following members :— 

(a) 'Indigenous bankers. (/) Foreign exohange banks. - 

( b) Co-op rauve bank*. ( 0 ) Insurance companies. 

(c' Land mortgage banks. (ft) The Reserve Bank of India. 1 

id) Post Office savings banks. (i) Stock and bullion exchanges. 

(e) Joint stock banks including 
th-» Imperial Bank. 

Sometimes post-office savings banks and insurance companies 
are not included in the frame-work of the Indian money market as 
they are supposed to perform special forms of banking business. 
But any institution that collects money from some and lends it to 
others has a right to a plaoe in it. The Indian money market, unlike 
the British money markets, is very loosely held together. If a 
village money lender whose only business is to lend his family funds 
is a part of the banking machinery, so is an insurance company that 
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X 

in Government 


oollecta millions from individuals and invests them 
and other approved securities. 

3. The Importance of Indigenous Bankers. The survivors of 
the old indigenous banking system in India are found 0irr ^ in? , 
their age-old operations in different parts of the ooudtry un t 
different names. In Madras they are oalled Chettys ; in the Pu»J J? 
and the U. P., Sahukar, Mahajan and Khatn ; in Bombay blirott, 

Marwari and Multani, and in Bengal Seth and Bamya. 

India has more than six lakhs and a half of inhabite 1 places, 

out of which 4,230 have a population of 5,000 and over. Of these 

only 140 had any banking facilities in 1916, 339 in 1926,514 in 1936 
and 736 in 1939. Most new branches are opened in the up-country 
distributing oentres or the great ports of India which already enjoy 
banking facilities. Out of the 743 new branches opened during the 
war years, only 2o8 are at places which had no bank in 1J39. 

No less than 87 2 per cent of the population of India lives in 
rural areas. Two out of every three persons are directly do pen- 
dent on agriculture which is thus still the pre eminent occupation 
of the people, in spite of the recent advance in urbanization and in¬ 
dustry. The supply of credit in the villages, therefore, far over¬ 
shadows all other kinds of credit. Most of the towns and all the 
six lakh and odd villages are without any banking facilities and have 
to depend either upon the co-operative society or the money-lender 
for the supply of their financial needs, in 1945, the number of 
agricultural credit societies was only 115,780 with a membership 
of 5 million—a bare 7 per oeni of the total agricultural 
population. 1 <€ Despite the keen competition of co operative 
societies and despite the heavy losses and difficulties of the 
last depression, the money-lender and tbe indigenous bankei* 
still continue to be the backbone of India's rural finance."* 
The number of money lenders and indigenous bankers in India in 
1931 came to no less than 3,29.000. The total amount of rural 
debt has been estimated by experts to be 1,200 crores of rupees*. 
The working capital of the li5/789 odd •agricultural credit 
societies was only Rs. 30,53 lakhs in 1945. 4 The co-operative credit 
movement has undoubtedly great potentialitiea in the future, 
but so far it has touched only the fringe of the rural credit problem 
and the money-lender is still paramount in the village. 

4. Business of the Village Money-lender. In the village he 
finances the agriculturist for productive and unproductive purposes, 
buys his crop and moves it to the Mandi. He supplies the needs of 


3 « 

4. 


Ifc ia estimated that 5 million members will have 20 million depen¬ 
dants,, the total being 70% of tlio agricultural population. 

Dr. Ij. C. Jain distinguishes between a money-lender and an indigenous 
banker. The former only makes Loans, while the latter receives d^ 
posits and deals in Hundis in addition. “Monetary Problems of India* 
p. 55. 

Muranjan—Modern Banking in India, p, 179, 

Statist oal Statement, op. oit. 
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the artisan in the way of raw materials and very often markets hia 
wares too. In times of famine and scarcity, at the birth of a son, 
or at the marriage of a daughter, he is the refuge of the zamindar. 
In fact, he is truly the custodian of the peasant’s 1 honour. 


The commercial banks are not in a position to establish direct 
contact with the cultivator nor can the co operative societies fill in 
the gap. It remains then to be considered how the indigenous bankers 
can be usefully employed to mediate between the money market and 
the peasant. Their rates are high, but their risks are also great. 
The ordinary peasant is either too poor or too improvident to have 
any ready money in reserve whioh he can use in emergency. Thus 
the need for an agency to supply capital to the needy is urgent. The 
bankers, therefore, cannot and should not be eliminated altogether, 
but their questionable practices should be strictly curbed and their 
business regulated as is being done in all parts of India by legislation 
on money-lending and rural indebtedness. They should be made 
to keep their accounts in a prescribed manner and to throw them 
open to the inspection of commercial banks in their vicinity, when 
called upon to do so. They would thus be eligible to receive accom¬ 
modation from these banks and incase of need.. from the Reserve 
Bank. 2 The Reserve Bank has special responsibilities for the im¬ 
provement of agricultural credit. Under its help and guidance the 
provincial co-operative banks and the commercial banks could work 
together for the solution of the rural finance problem. 


5. The Indigenous Banker in the Town- The indigenous 
banker’s is a hereditary business carried on mainly with family 
funds. He, however, does receive deposits and pays a higher rate 
of interest for them than the bank.* He engages in trade and serves 
as an agent to distribute goods in the country as well as to move 
crops to the ports. He buys Hundis drawn by business men, charg¬ 
ing them a higher rate than the bank and appropriating the differ¬ 
ence as his profit. He also finances the trader and acts as a link 
between the bazar and the commercial bank by discounting Hundis 
and getting them rediscounted by the bink when he is in urgent 
need of funds. He lends money against any kind of security, 
bullion or jewellery, goods or personal confidence. He aooommodates 

those who fight shy of the uniformed peon at the ^ te of * 
stock bank and of the critical eyes of the man behind the P°l ,8 “ e " 
counter, but at higher rates. As Sir George Schuster remarked, I 
is impossible to over estimate the part that indigenous bankers play 

«o„ld be no exaggeration toV that hia part of the organ,zat,on 
represents 90 per cent or more than 90 per cent of th- whole. 

fi The Indigenous Banker and the Reserve Bank. It is es 

people of India on reasonable rateB.____ 

l7 Punjabi Proverb : “Shah bina pat nahin, rajah bina gat nahin 

2. Muranjan, op. cit. p. 180. 
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Sir J.B. Taylor, sometime Governor of the Reserve Bank, drew 
up a scheme to link np the indigenous bankers with the Reserve 
Bank direct and suggested certain conditions for their inclusion in 
the Bank’s approved list. They were circulated to the main joint 
stock banks as well as a number of indigenous bankers for opinion. 
These were considered to be too stiff by the Shroffs’ Association at 
Bombay and other commercial organizations. Accordingly they were 
toned down and changed into the following :— 

(а) The indigenous bankers who operated with Rs. 2 lakhs as 
capita] and were prepared to increase it to R 9 . 5 lakhs within five 
years were to be put on the register of the Reserve Bank’s private 
bankers. 

(б) They were to shed off all their non-banking activities within 
a certain period and to engage in joint stock banking business, 
especially securing deposits. 

' (c) They must maintain proper accounts and have them audited 
periodically. They must also be open to inspection of the Reserve 
.Bank for determination of their financial status and regulation of 
their business on the right lines. 

(d) Their balance-sheets must be published in the interest of 
their customers and periodical statements submitted. 

A 

(e) In return they were to have the privilege of having their 
papers directly rediscounted with the Reserve Bank, the right to 
obtain advances against Government paper, and remittance facilities 
similar to those open to the scheduled banks. 

Indigenous bankers not eligible for access to the Reserve Bank 
under the above scheme might join together to form Discount 
Companies within a limited area and have their papers rediscounted. 

The replies received were generally unfavourable. The indigen¬ 
ous bankers felt that the privilege of rediscounting of their papers 
with the Reserve Bank was not valuable enough for them to give up 
their hereditary banking activities. The Bombay Shroffs’ Association 
were not willing to give up dealings in gold, silver, and ornaments. 
Wor were they prepared to publish prescribed returns as they 
believed that would do them more harm than good. 

Aa a consequence of the rejection of the Bank’s proposals, 
further progress is at a standstill. With the nationalization of the 
Reserve ^ank it is possible that progress may be made in this 

?n £°nlt“ th ? f UtU ^ « u e88ential that the> bankers should fall 

in ! be ? , b . ankl “ g method8 in their own interest as well as 

werennW fi ° f , bhe advanc f of banking in India. In 1948, there 
ZZlrva“ d * genou8 baDke ™ who had taken advantage of the 

nonJZdaM banka. b6e “ g ' VM * remiK «‘<’ 6 

• • • 

interLd^°n“fV Ve ” d Mortgage Banks. Short-term and 

intermediate credit is supplied by co-operative societies and unions 
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In the village?. The problem of long-term credit ia crucial so far as 

agriculture is concerned. It ia the function of the Land Mortgage 
Bank (a) to supply loans to deserving zamindar to release him 
from the strarge-hold of the baniya and to set him up on hu■ leg# 
again ; (b) to buy more land ; and (c) to enable bun to «otroduce 

euch costly improvements on his land as are beyond his own p 
We have already discussed these in the Chapter on Co-operation. 

8 Post Office Savings Banks. These were established in 1882 
with the obiect of encouraging the habit of thrift in the poor man. 

Se total cumber of heal aid sub branches of these savings bank. 

was about 27,000 in 1945 when India was undivided. With six and 
I half lakhs of inhabited places in India, it means no more than^ one 

d" s lt to Job .. a whole, the ^U 1 ouUt.hd.ogs™ the 

ZolmS ,theStandings for the Indian Do ffl «aone were 
Rs 27 crores, not including its share of previous outstandmgs. 

The Central Banking Report remarked i “The man m the> re- 

■nota^icr has ye, » he ™ZStSS 5S 

toHg y hVoo«.f.‘ .0 .. depcite per he.d go. .. the followiog 

figures will show: — 

TABLE I 


Postal Savivgs Deposits in Some Countries 

• * ^ 


Population 1 in 

millions 


)0 

112 

44 

60 

389 


Deposits in miK 
lions oi rupees 

63 
33*44 
43,s0 
38,32 
6,233* 


Deposits y er 
head in rupees* 

6 

30 

98 

64 

1,25 


Name of 

country 

Canada 
1 he ••• 

The U.K. ... 

Japan 

India 

♦The figures are approximate. . 

» ha. been .»gge.«d 

ta 5 ,0 " d r ( “UUgo, g“ahted, P .hd (6( if the fund, could be operated 

he ch qoes Sn Indian .poked language.. 

by c 4 , .„ do nted bv the Government as 

The first suggestion has J ee “ ® P acco ^ nt holder was raised 

the annual limit of net ^ 1943 . From August J942, the 

from Re- 750 to R ! - cheques ia their transactions. 

Savings Banks Btat ® a ad P wed to open accounts through tbeir 

agents from 194?. Since th . and the campaign launched by 
the Centtal Govejnment J re B0 , d j„ village, bp nn.he 

Btamp-Tbe World. . * ■ 
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The second suggestion is not feasible as the keeping of accounts 
would be beyond the capacity of the present single clerk, a poorly 
paid man, in small post offices. 

Effects of the War on Savings Banks . The outbreak of the war 
gaw heavy withdrawals from the Postal Saving!? Banks as well as 
hurried encashments of Postal Cash Certificates owing to nervousness. 
By 1943, things settled down and confidence wa9 restored. Deposits 
in these banks started increasing and reached the figure of over 
Rs. 80 crores in 1944-45. Since then they have gone up to Rs. 147 
orores in 1947-48 (for combined India). 

In April 1941, a new scheme of Post Office Savings Bank 
accounts, known as the Indian Post Office Defence Savings Bank 
accounts, was introduced. Its attraction was per cent rate of 
interest free of income-tax, * e , 1 per cent higher than the existing 
rate on ordinary Postal Savings Bank accounts. In 1943, the fund 
had Rs. 40 lakhs to its credit. In April 1947, the total amount in 
this fund was Rs. 11 crores but on 31st March, 1948, only Rs. 3.10 
crore 9 . Later, new 12-Year National Savings Certificates were 
introduced with a yield on maturity of nearly 3$% compound 
interest free of income-tax. Also from the 1st of October, 1943, the 
rate of interest on post office savings bank deposits was increased 
from 11% to 2 % on balances that did not fall below Rs. 200 during 
the year. As a result there was an improvement in deposits and 
investment from January 15, 1944, onwards. Premium Bonds carrying 
no interest but giving half-yearly prizes were on sale to the public. 
They were repaid at par in 1948. 

- The yield on theJPost Office 5-Year Cash Certificates is 2£ per 
cent free of income-tax and on 10-Year Certificates 3J per cent. 
The total volume of outstandings in the small savings funds at the 
end of 1947-48 came to Rs. 123 crores only. This amount includes 
Postal Cash Certificates, Defence and National Saving Certificates 
as well as Defence Saving Bank Deposits. 1 

9. Joint-Stock Banking in India, (i) Early History. The Agency 
Houses of Calcutta and Bombay introduced modern banking in India 
in the 18th century. Their banking operations were, however, entire¬ 
ly subordinate to their main business of trade and were adopted 
only to further it.* Joint-stock banks that followed had an unlimit¬ 
ed liability and were managed by Europeans. They performed the 
important service of circulating notes in the country.* 


The commercial crisis of 1829-30 gave a death-blow to the 
Agency Houses4>hat had been indulging freely in speculation. From 
1830 to 1880 banking habits made a very slow advance. A good 
many of the joint-stock banks that were formed during -this period 
closed their doors later. The principle of limited liability came to 
be recognized only as late as I860. 


I- For details see Report on Currency and Finance, 194 7-18, Statement 
XXII ond XXIU. 
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n L H) ^ re8 ^ nc y Banks. The three Presidency Banks of 
>v° u^’. Qgal an< * Madras, that played so important a part in 
e banking fortunes of India, however, emerged during this period 
o stress. Before 1862 they vere directly controlled by the Govern- 
T 16 ?©oortain restrictions were imposed upon their activities, 
n 186 l their right of note-issue was taken away but they still 
worked as agents to Government. The restrictions on their business 
were also relaxed, as a direct result of which the Bank of Bombay 
failed in 1868. A second Bank of Bombay was floated in the same 
year. In 1876, an Act was passed by which the old restrictions were 
almost wholly reimposed. The Government still banked with them, 
but to a limited extent. Thus although they Were not State banks, 
they maintained this connection till 1921, when they were amalga¬ 
mated into the Imperial Bank of India* 

(iii) The first purely Indian joint-stock bank, the Oudh Com¬ 
mercial Bank, was started in 1881. It was followed by the Punjab 
National Bank (1894), and the People’s Bank of India (1901). Till 
1880, the economic conditions were static and prices were falling ; 
hence there was no progress in banking. After 1880 banks improved 
to some extent, but in the next deoade they gained substantially. 

The Swadeshi Movement of 1905 gave a great stimulus to Indian 
banking. The steady rise in prices and the large addition to cir¬ 
culating currency after 1898 added to the momentum. There was 
a boom in banking and India saw a deluge of banks. Some of them 
were bad, others like the Bank of India, the Bank of Baroda and 
the Punjab and Sindh Bank have proved to be solid and reliable. 
They made rapid progress till 1913, when Indian banking was over¬ 
taken by a crisis. The People’s Bank of India involved many others 
in its ruin. Bank after bank was caught in the vortex and met 
with disaster until as many as 50 1 had failed. 

World War I brought about a mild boom in banking and India 
saw a new crop of floatations. As war progressed, failures kept pace 
with it. But the post-war depression was responsible for failures, 
the most important of which was the Alliance Bank of Simla, a bank 
of long standing with a paid-up capital of Rs. 88 lakhs and total 
• deposits amounting to more than Rs. 16 crores. The failure was 
mainly due to the imprudent spreading out of Boulton Brothers, the 
London agents of the bank. The disaster was so great that the 
Government directed the Imperial Bank to undertake the repay¬ 
ment of 50 per cent of their deposits to the Alliance Bank’s customers 
and guaranteed the bank against any loss in the transaction. 

The world depression that set in, in 1929, inevitably brought 
a large number of bank failures in India in its train. Bet¬ 
ween 1931 hnd 1936, no lees than 238 banks closed their doors. But 
most of them were small fry and only five had a capital of Rs. 1 
lakh and over. _- 

I. Muranjan, op. cifc., p 290. Jather and Beri report the toll afc 55. See 
radian Economics, Vol. 11, p 434, while Mathur puts it at 100. 
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The year 1928 witnessed yet another banking crisis. Luckily 
it was confined to South India but it carried away with it one of the 
biggest banks there, the Travancore National and Quilon Bank. This 
bank failed three years after the Reserve Bank had been in existence. 
At the time of its failure the Reserve Bank hesitated to come to its 
rescue without a proper investigation of its affairs, but it was too 
late then. This failure has proved the urgent need of finding out 
the kind of assets ordinarily held by Indian banks and selecting 
the quality eligible with the Reserve Bank. 

The above history oovering the brief period of 1900 to 1930 shows 
that Indian banking has passed through one major crisis, lived 
through a World War, survived through one of the longest and 

worst depressions in history. Since then it has been in the throes 

of another World War. In order to learn lessons for the future 
there is an urgent need to find out the causes of previous failures. 

10. Causes of Failures. Banks are not like other joint-stook 

institutions. They involve in ruin not only their share-holders, but 

also their depositors. It is, therefore, very essential that we should 

analyse the oauses of their failures and avoid the same mistakes 
again. These are : 

(a) Lack of experienced and trained managers. During all 
the crises disoussed above more than two-thirds of the failures were 
of banks that were less than ten years old. A large majority of 
the insolvent banks had a paid-up capital of less than a lakh of 
rupees. They were so small that even the names of some of them 

are untraceable. Without business ability and proper training 

banks must fail hke any other institution. Mere noble intentions 
do not lead them to success. 


(b) There was a big discrepancy between paid-up, authorized 

tw . 8 , ub !S ribed . It is only recently (during the last war) 

that the Government legislated to remove this glaring defect in 

banking practice in this country. 

(c) Big names were used to entrap the gullible investor 
fraudulent accounts were kept. Books were falsified. Loans were 

friends 00 in8ufficient 8ecur,t y or on n ° security to directors and their 


, < d ) S P 6 1 oulati 3 L n and ^e desire to declare quick and high divi- 

ofi&„^ n 4r ! B “ k ™ 


lock u C D C tZr: Cia l bankB - V th eho , rt ' term deposits car not afford to 
lock up their assets in industrial undertakings A bank m «mi n 

s d T r AM5SS? f V'° e 

Bwk of lodia fbrt'be e . me reLon * m * , * Mn *“ ! «• Central 
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(/) Misfortune was never the only cause of bankruptcy and 
failure. It is always helped by negligenoa and incapacity, if nothing 
wcrge steps. in. The Alliance Bank of Simla received a knock-out 
blow due to the imprudent expansion of its London agents. 

• (?). The ratio of liquid assets to liabilities should be fairly high, 

higher in India where the public is yet largely ignorant and uneducat* 
ed and, therefore, more easily swayed by baseless bazar rumours 
than in England. It was this low ratio of cash to liabilities that 
enabled a discerning economist like Lord Keynes to prophesy disaster 
for Jndian banka in i91 <. 


Classifying the various causes of bank failures it seems that 
one important cause was their immaturity and inexperience. It is 
unfortunate we had not learnt a lesson from bank failures in 
England. British banking is said to be the most solid in the world. 
But the road to this solidity is strewn with the memories of failures 
of hundreds of banks in the past. 

The second major cause appears to be the prevalence of unit 
banking. There were and still are hundreds of small banks scattered 
all over the country which are not big enough to be put upon the 
second schedule of the Reserve Bank. Many of them do not provide 
a weekly statement of accounts. The ratio of their assets to 
liabilities was about 7 per cent in 1948, which is very low indeed. 

Another peculiar thing which has made itself prominent in 
India today is that many business magnates who have established 
groups of industries around them have thought it advantageous to 
httvr at their disposal a bank functioning for this group and 
dominated by themselves. The Bharat Bank, the Oriental Bank of 
Commerce, the United Commerc al and Hindustan Commercial, may 
be cited as examples. The tendency, has been causing concern to 
economists. 

Imprudent in vestment is another important cause of failures. 
This imprudence is directly tue result of an absence of opportunities 
for investment of the funds of banks in India. India does not 


possess a developed Bill market. 

The laissez faire policy of the Government has also been oondu- 
aive to bank failures. There was no co ordinat ng agency to ImK 
together the various heterogeneous elements in the Indian banking. 
It was only as late as February 1949 that the Banking Law was 

codified 

It must be admitted, however, that neither the world-wide 
depression of the ’thirties nor the Second World War, and not even 
the cataclysmic partition of the country into two halves as s 
ed infgiving a serious set-back to development of joint stock banking 
in India. She has not escaped unscathed in these catastrophiea 
but more advanced countries have suffered heavy losses. 

11. Business of Joint-Stock Banks. The usual business of 
joint-stock banka in India consists of . * 

(a> Receiving deposits of all kinds-fixed, ourrent and savings. 
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loans 


(b) Discounting internal bills and bundle , advancing 
against approved stocks and shares, against immovable property 
and commodities like grain and piece-goods. They also allow limited 
overdrafts to approved customers for short periods of time. 

(c) Transmitting funds from one place to another on behalf of 
customers through bank drafts and letters of credit. 

(d) Purchasing and selling shares for clients on a commission 
basis. 

(e) Keeping documents and jewellery in safe custody. 

In fact they finance the internal trade of the country leaving 
foreign trade severely alone. Foreign Exchange Banks who have 
large capital and reserves do not allow them even a look-in. The 
margin of profits in foreign exchange business is too low and the 
funds needed too large for them. 

Further, they have very little to do with the marketing of 
agricultural products as the masses in the villages are illiterate and 
the security they can offer is not liquid enough for this type of bank¬ 
ing. The absence of properly managed warehouses and godowns 
is mainly responsible for the lack of agricultural bills which could 
be discounted by joint-stock banks in this country. 

12. Assets and Liabilities. The liabilities of joint-stock banks 
are their capital, reserve and deposits. The capital and reserve 
serve as the basis of public confidence in a bank. They work as its 
first line of defence. The usual ratio between these and deposits is 
12 to 14 per cent in the case of scheduled banks in India. The ratio 
depends upon the economic condition of the country and amount of 
money seeking to be deposited. 

The assets of joint-stock banks consist of (1) cash ; (2) bills dis¬ 
counted ; (3) Government and other securities; (4) loans and 

advances to individuals, firms and the money-market ; and (5) fixed 
properties like buildings. 

The ratio of cash maintained by a bank to its liabilities is a very 
important matter as a depleted cash position might result in disaster. 
Discounted bills and Government securities come next in importance 
for defence against sudden *and heavy public demands on the bank. 
Indian banks require greater liquid sources due to their greater 
vulnerability to rumour. British and American banks have a lower 
cash ratio which ranges roundabout 10 per cent against 15 per cent 
in India. The Indian banks have learnt their lesson from the panics 
and runs they have had to face during their brief existence. 

The table given on next page shows the position of Indian joint- 
stock banks 1 from early times up to date. It will be seen that during 
the war years they have been wisely keeping higher cash reserves. 
The average for 1947-48 of 13*4 per cent is better than for 1939-40, 
but less than for war years but it is adequate considering ' the large 
amount of Government securities these banks carry in addition. If, 


1. They are all banks with a capital of over Rs. 5 lakh; 
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the cash position of these banks is compared with that 

perial Bank, they are in a weaker position which should 

/ 

TABi^E II. 

Joint-Stock Banka , Class A (with capital over Rs> 5 lakhs), 

(In lakhs of rupees) 

Capital Deposits 


No. of re- 


and 


current 


Percentage 
of cash to 


Year 

banks 

Reserve 

and fixed 

Cash 

liability 


a 

b 

c 

d 

i . e. d to © 

1913 

18 

3,64 

22,69 

4,00 

18 

1923 

26 

9,73 

44,43 

7,37 

17 

1933 

... 34 

12,33 

71,68 

10,92 

16 


Consolidated Position of Scheduled Banks 
after the creation of the Reserve Bank . 

(In lakhs of rupees) 


Year 

Number of 
Scheduled 
Banks 

Liabilities 
Demand Time 

Cash 

Cash 
Balances 
with Re¬ 

Percentage 
of oash to 

1939-40 

... 59 

139.65 

106,03 

7,08 

serve Bank 
17,43 

liability 

10*0 

1942-43 

61 

306,28 

104 21 

12,97 

65,73 

16*7 

1945-46 

91 

703,65 

259,22 

34,80 

89,91 

136 

1947-48 

... 101 

706,65 

-343,89 

39,92 

100,81 

13*4 


as 


[1 aUUltlOU, lllclo IB CL VDl^y UUUiUV.1 KSA wu-uao 

many as 1,421 in 1938—which are not on the scheduled 
list of the Reserve Bank. Out of these only 685 submitted returns 
to the Reserve Bank at the end of 1947 against 659 at the end 
of 1946. Their progress is clear from the following table :— 

Non-Scheduled Banks * 'position 
(In lakhs of rupees) 


Date and year 
December 

1940 

1942 

1944 

1946 

1947 


No. of Banks Liabilities 

submitting Demand Time Total Cash 
Returns 


604 

634 

613 

659 

685 


6,26 

11,06 

24,84 


11,48 

13,69 

28,29 


• •• 
• • • 


• • • 
• • • 


16,74 

24,65 

63,13 

*78,44 

45,49 


1,30 

2,63 

6,04 


Percentage of 
Cash to liabilities 

• 

7-8 

107 

11*0 

8*4 

7*14 


The number of non-scheduled banks submitting returns to the 
Reserve BankJwasJ685 maximum during the eight years, but the ratio 
of cash to liabilities was 7-14% during the last year. The r e s °™ 0 ®® 
of these banks were small and generally they kept the 
B ary cash. but because of the increase in deposits and the 
tainties of the war and post-war period they increased their 
cash balances, the percentage to total demand and time liabilities 

have greatl/ decreased in 1947 being Rs 45 crows agaipst Rs. 78 

"t the rclil of disturbance, in certain parts 
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of the country, but unlike the scheduled banks their time liabilities 
exceed the demand liabilities. Seventy-eight of these banks 
enjoy concession rates of remittances by the Reserve Bank. From 
February 1945, it was decided that non-scheduled banks desirous 
of opening accounts with the Reserve Bank might be allowed to 
do so at the Bank’s discretion if they agreed to maintain a minimum 
balance of Rs. 10,000 with it. Out of 33 applications received only 
nine were accepted ; a few are still under consideration. 


It is obvious that the banks in India need a still more 
consolidated position. The size of the average bank is much smaller 
than in other countries. The total number of branches and pay 
offices of the scheduled banks declined from 3,566 cn 30th June, 
1947, to 3,490 on 30th June, 1948, a decrease of 76 against an 
increase of 421 in the previous year. This reduction was partly 
the result of the disturbances in the country in the post-partition 
period which led the scheduled banks to close some of their offices 
and partly due to the operation of the Banking Companies (Restrict 
tions of Branches) Act, 1947. During 1947-48, 26 new offices out of 
79 were opened at places which were not previously served by a 
scheduled or non-scheduled bank of over Rs. 50,000. This is a 


welcome sign, but greater progress is needed in*this direction. 


13. Joint-Stock Banking during the War and after. The 

Indian banks weathered the storm of the war well. There were 
heavy runs on them in the first few weeks after the declaration of 
war in 1939 and on the fall of France in 1940, but they met 
them with great confidence*. The later grave turns in the war, 
especially the occupation of Burma by Japan, which brought war 
to the very borders of India, did not shake their position. The 
sudden withdrawals due to nervousness caused by the initial succes¬ 
ses of Japan forced a few scheduled banks in South India to 
approach the Reserve Bank for accommodation, but this was' a 
temporary phase. The Reserve Bank held out a helping hand, be 

it said to its credit* to each one of them, which quickly restored 
public confidence. 


There was a huge increase in the total deposits of the scheduled 
banks from Rs. 242 crores in 1937-38 to Rs. 871 crores in July, 1945. 

his big increase was brought about by the huge expansion in the 
currency. During the last six years no less than Rs. 1,039 ororea 
ot notes were pumped into circulation which rose from Rs. 182 
crores on 1st September, 1939, to Rs. 1,22L crores in July, 1946. 

, Th^was a .large expansion in the demand liabilities of the 

- fr u m c Rs ' 140 Crore8 in 1939 ‘ 40 to 704 orores in 

ieli&eiJoti'wiy 8 ^ * plethota of “ on6 5' a " d «• 


,, Time labilities, on the other hand, did not) inorease With 
the same cons.stency and steadiness. There was actually a fall 

was enthrelv l * over the P revious y ear This decline 
was entirely due to nervousness created by the deteriorating 
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position of the Allies on the war chess board. Next year, however, 
the Allied victories restored public confidence which was reflected 
in increasing time deposits which went up to Rs. 259 crores in 
1945-46 but still they did not increase at the same rate as demand 
liabilities. 

As the bulk of their funds were payable on demand during war 
years, the banks had to maintain larger cash reserves. They found 
a limited outlet in the Treasury Bills of the Government of India 
which, too, were not very remunerative. They were, therefore, 
keepin g larger reserves with the Reserve . Bank than actually 
required by law. After the end of hostilities conditions have 
changed and time liabilities have gone up to Rs. 344 croreB in 1948 
as compared with Rs. 260 crores in 1946. 

The war brought about a great shrinkage in loans and 
advances of banks as well as in the discounting of trade bills up 
to 1942-43. This was due to the direct financing of war contracts 
by the Government and the prompt payments made by them for 
supply of goods. The increase in earnings of industrial enterprise 

reduced their demand for accommodation from banks. As foreign 

imports went down—both of capital and consumer goods—lesB 
trade bills were created. The table below shows the sharp fall in 
banks’ advances, loans and bills discounted aDd their increased 
investment in Treasury Bills up to the year 1942-43. Later, 
however, a reverse tendency set in. 

The increase in the advances of scheduled banks in 1945-46 over 
194 9 -43 was exactly threefold while the increase in bills discounted 
was" about eightfold in the same period, thus indicating the 

improvement in trade conditions and a greater demand for money 

for investment purposes from the market. In spite of this improve¬ 
ment, however, the banks still maintained Rs. 40 crores excess of 

balances with the Reserve Bank in March, 1946. 

TABLE VIII 1 


Advances, Loans and Bills discounted of Scheduled Banks 


Year 

1039-40 

1942-43 

1945-46 

1947-48 


(In lakhs of rupees) 


Advances 

121,47 

95,68 

285,07 

427,54 

(39.40)* 


Bills 

Discounted 

497 

218 

1607 

4682 

( 100 )* 


Excess of Balances with 
Reserve Bank over the 
Statutory Minimum 

863 

3883 

5199 

5860 


_ i n r'nrrAQCV ftod Finance* 1947»48« 

fignre, for India and Pakistan. 


below the consolidated 



BANKING AND CREDIT 


445 


Government of India Three Months ’ Treasury Bills 

(In crores of rupees) 

Amount tendered | Amount gold 

1X7 70 

527 309 

205 118 

140 85 

A few large commercial banks like the Bharat Bank and the 
Bank of Jaipur with big capitals were floated in 1943. In addition 
to the newly-started large banks, some of the non-soheduled old 
ones became scheduled either by an increase of capital or addition 
to reserves or both. North India, especially the Punjab, was 
venturesome in taking advantage of the vast amount of redundant 
money in the country. The number of scheduled banks submitting 

reports to the Reserve Bank increased from 55 at the advent of 

the war to 91 in 1946. The resources of the banks increased enor¬ 
mously. They emerged safely out of the greatest war the world 
has seen. The proposed new piece of Banking legislation meant for 
stricter'regulation and supervision of smaller banks and for safe¬ 
guarding the interests of the innocent customer was not passed till 
1949. With conditions of easy money the rates of interest 
kept low. The bank rate and the Imperial Bank Hunii rate were 
maintained at a steady 3 per cent. The joint-stock banks allowed 
only J per cent interest on demand liabilities and J £ to 1 § per cent 
on funds deposited with them for a year during war years. 

When the banks’ resources cannot find useful employment in 
advances, loans and discounted hills, they must obviously invest 
more funds in Government securities—short-term ones like Treasury 
Bills or long-term ones like 3£ per cent Government Paper, the 
minimum prices of which haye been fixed so as to debar depreciation 
in their value. 

14. Banking Legislation in India. (1) Laissez-faire Policy . No 

serious attempt was made to codify the law relating to banking in 
India during the last century. The Government followed the same 
laissezfairs policy in banking as in other economic matters in 
India as in England. 

z (2) Indian Companies Act , 1913. A few provisions distinguish, 
ing banking companies from other companies were included in 
this Act. Even the bank failures during • World War I and later 
did not bring home to the Government' the need for banking 



Amount Outstanding 

55 

265 * 

• • 

83 

99 
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legislation. The Central Banking Enquiry Committee recommended 
the codification of a banking law, but the Government only thought 
ht to amend the Indian Companies Act of 1913 in 1936 and the 

tobanks AOt bad ° ne Wh ° le parfc ( X “ A ) specially devoted 

(3) The Indian Companies (Amendment) Aot, 1936, had the 
following important provisions relating to banks : — 

^ defined a banking company as one “which carries on as 
l s principal business the accepting of deposits of money on current 
account or otherwise, subject to withdrawal by cheques, draft or 
order. ' Such a company was allowed to carry on incidental busi¬ 
ness of a varied type. The definition laoked precision. 

(6) A minimum working capital of Rs. 50,000 from shares was 
necessary before operations could be started. 

(c) Managing Agents were prohibited from managing banking 
companies to be floated in the future. 

(i) A reserve fund was compulsory. At least 20 per cent 
of the profits was to be credited to the Reserve funds every year 
till the fund equalled the paid-up capital. 

(e) A banking company mu3t maintain a cash reserve of \\ per 
cent against its time liabilities and 5 per cent against demand liabili¬ 
ties and submit monthly statements to the Registrar of Companies. 

(/) A banking company was not allowed to form a subsidiary 
company or hold shares in it unless it was a company founded by 
itself for undertaking trusts and administering estates. 

(i g) Provision was made for a moratorium, i.e., a temporary sus¬ 
pension of payments, in order to save a banking company from liqui¬ 
dation, if it was found that it was involved in temporary difficulties 
only. 

The Act of 1936 revealed a good many defects in working. A 
separate Bank Act was needed to regulate banking in India. Sir 
James Taylor, the late Governor of the Reserve Bank, put forward in 
1939 a comprehensive scheme as a basis for legislation to further this 
essential object. 

The declaration of war in 1939 interfered with the proposed 
legislation and it had to be postponed. At that time, Indian joint- 
stock banking was in a sound enough position and was equal to the 
strain put on it. Till 1942, the banks had to experience great> diffi¬ 
culties on account of a sharp decline of business due to enemy action 
at sea and loss of European markets. Later there was a rising tempo 
of war. Business expanded a 9 India was made the Allied base for 

war against Japan and increased purchases were made in India on 

behalf of the Allies. Inflationary conditions resultec^ in a slow 
increase in advances, a rapid increase in deposits, but as the table 
below shows the greatest increase was in the total working capital 

of scheduled banks. 
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TABLE VII 


Year 

No. of 
Sche¬ 
duled 
Banks. 

No of 
bran¬ 
ches. 

1938-39 

55 

1,128 

1942 43 

61 

• • • 

1945-46 

91 

3,115 

1947-48 

101 

3,490 


(In crores of rupees.) 


Time 

lia¬ 

bili¬ 

ties 


Demand 

Liabili¬ 

ties. 


108 

104 

260 

344 


Gash 



707 


7 

13 

36 

40 


Balances 

with 

Reserve 

Bonk 


16 

66 

90 

101 


Advan¬ 
ces and 
bills 
dis¬ 
counted 


121 

98 

301 

444 


Notes 
in cir¬ 
cula¬ 
tion 



1891 
644 i 
1219 
13042 


The development of banking in India during the war and after 
no doubt presents an impressive picture but has not been free from 
certain undesirable features. Some of these were checked by the 
action of the Reserve Bank through suitable amendments of the 
Indian Companies Act, e.g.> the extreme divergence of ratio between 
authorized, subscribed and paid-up capitals, issue of different classses 
of shares with disproportionate voting rights and unfair terms of agree¬ 
ment with managing directors after the appointment of managing 
agents had been prohibited. The Reserve Bank felt the urgent need 
for comprehensive legislation to safeguard the interests of depositors 
and ensure proper development of banking. Accordingly a new 
Banking Bill was framed on the lines suggested by Sir James Taylor 
with improvements to fill gaps shown by war-time experience but 
it could not become a law. 


The Governor of the Reserve Bank, in his speech at the 
annual meeting of the Bank in 1945, warned banks against certain 
evil tendencies which had intensified themselves due to plethoric 
monetary conditions and which made early banking legislation an 
urgent necessity. These evil features may be mentioned as :_ 

(a) Indiscriminate branch banking with a view to attracting de¬ 
posits at high rates of interest. This policy tempts banks to assume 
great risks to make profits. 


(b) Tendency to acquire control over non-banking companies by 
the purchase of their shares regardless of price and yield. Closely 
allied to this are the interlocking of interests between banks and 
industrial concerns, the holding of large blocks of shares of con¬ 
cerns controlled by the directors, and the floatation of investment 
trusts for such a purpose. In general, there is a tendency to use a 
part of the depositors’ money for the benefit of the management 
which is against the traditional canons of sefety and liquidity ; 

(c) The excessive manipulation practised at the time of the 

preparation of balance-sheets which gives an altogether misleading 
impression about the bank’s financial position. 6 


Besides, “ there are also indications that certain banks 

1^ Including Rs. 10,74 lakhs for Burma'. ” --- 

2 ’ Fi ^S^ed nd Currency Re P° rt for 1947-48. Figures for Pakistan are 
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obtained windfall profits through speculative operations in shares or 
Government securities or immovable properties and then frittered 
them away in paying dividends instead of strengthening their 
reserves/ 1 To checkmate these evil tendencies legislation was called 
for. 

(4) The Banking Companies Bill, 1945, lapsed when the Assembly 
was dissolved and the final one was presented in 1948. During the 
interval the Centra) Government issued some ordinances to give 
powers to the Reserve Bank to keep in control the evil tendencies 
in banking. Accordingly the Banking Companies Ordinance of 1946 
gave power to the Government to direct the Reserve Bank to inspect 
the affairs of any banking company. It also enabled Government 
to take corrective action against any bank if it thought t a 
its affairs were being conducted to the detriment of its depositors. 
It might exclude the Bank from the scheduled list or stop it Irom 
receiving fresh deposits as a penalty. 

Two other ordinances were passed in 1946 to regulate banking 
in India. The Bearer Promissory Notes (Prohibition of Issue) Act 

prohibited banks from issuing promissory notes payable to bearer 

which passed from hand to hand and were equivalent to Bank notes. 
The next measure, the Banking Companies (Restriction of Branches) 
Act, was passed bv the Legislative Assembly in November, 194b. 
According to this,''no bank cculd open any new branch or <*“8® 
the location of an existing branch without the previous written 

permission of the Reserve Bank. 

(5) Again, the Government of India, mainly with a view to e p 
such banks as might find themselves in difficulties ^jothe 

19.7, empowering the Reserve Bank to grant emergency advances to 
Scheduled and non-Scheduled Banks against such security as it may 

consider sufficient. 


It was seen that after the partition a few medium-sizedsmall 
banks in East Punjab found it difficult to meet the• £ 

even their records were not available^ In £ 

September, 1947, empowering Government to dedare ^ ^ make 

for 3 months during which such banks‘ as . SfiSrita or Rs 250, which- 
payment not exceeding 10 per < 

ever was less, in a month, inis vru r . . »ni 0 f 

(6) Banking Companies Act, 1M9. ^Assembly 0 in January, 
1946 was withdrawn from the Constituent M a rc h 22, 1948. 

1948, and a new bill was introduce ins' 1949 and waBpufc 

It is this bill Which was passed on February of . 

into effect from March 16 1949. Ihus y Bm of 1939 a nd 

Sj«VhfvKro‘<iln a a»c« promulgated to protect deposrtor. 

between 1946 and 1949. In this Act- 
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1. Banking haa been defined as “the accepting for the purpose 
of lending or investment of deposits of money from the 
public, repayable on demand or otherwise, ard with¬ 
drawable* by cheque, draft, order or otherwise”. No 
company can carry on work unless the word “bank”, 
“banker” or “banking” is used as a part of its name. Every 
banking company will have to take out a licence from 
the Reserve Bank who, before giving the licence, will 
satisfy itself that the company is in a sound position, and 
in respect of a foreign banking company that the law of 
the country of its incorporation does not discriminate 
against Indian banking companies. 

2. The Act applies to all banking companies In all provinces 
and acceding States but excludes co operative banks. 


3. The Act prescribes conditions of. minimum capital and 
reserve required. These vary according to a “geographical 
coverage” of its operations. For instan ce, if the operations 
of the bank extend to more than one province, minimum 
capital required is Rs. 5 lakhs, if in addition it has busi¬ 
ness in Bombay and/or Calcutta, Rs. 10 lakhs and so on. 


Banking companies incorporated outside India must have 

had a paid-up capital and reserve of Rs. 15 lakhs and if 

Bombay and/or Calcutta is also a plaice of their business, 

Rs. 20 lakhs. No such company shall be considered to 

have complied with this condition unless it deposits tlrs 

sum with the Reserve Bank in cash and/or approved 
securities. 


4. Subscribed capital shall not be less than i0% of authorized 
capital and paid up capital shall not be Jess than 50% of 
subscribed capital. Voting rights shall be in proportion 
to the contribution of capital but in no case shall they 
exceed 5% of the total voting rights. 

6. Every scheduled bank shall continue keeping reserves with 
the Reserve Bank at the old rate of 2% of its time liabili¬ 
ties and 5/ 0 of its demand liabilities. Non-scheduled 
banks have also been brought within the gambit of this 

section for they, too, are henceforth required to maintain 

cash reserves with themselves and/or the Reserve Bank the 
same percentage of reserve and to submit monthly 

month 8 glV1Dg details of cash held on each Friday of the 

6. Every banking company, after the expiry of two vearsTrom 
the date of the Act, shall maintain in India in cash, gold 
or unencumbered approved securities valued at market 

a r° 'I ,iabi,uiM ■ 

shall not be less than 75% of its deposits therefn. Q 


0 . 
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* Bterlocking directorates among banking companies are 
prohibited. Managing agents are not to be employed. 
Lnsecured loans to directors or firmg in which they are 
interested are prohibited. Monthly returns of such loans 
are to be submitted to the Reserve Bank. The Reserve 
Bank is authorized to determine policy in relation to all 

advances of banks and to fix margins to be kept in res¬ 
pect of secured loans. 

8* No banking company shall pay any dividend until all its 
capitalized expenses have been written off. Not less than 
20% of the profits shall be put in the Reserve Fund till 
this Fund is equal to the paid-up capital. 

9. No banking company can open a branch in a new place 
without the previous sanction of the Reserve Bank. 

10. Trading as a business is prohibited to a banking company. 
It shall not be managed by a managing agent or by a 
person who hae been declared an insolvent or convicted 
or who takes a commission in the profits of the company 
or is engaged in any other vocation. 

11» Vast powers have been given to the Reserve Bank. The 
Bank has now the power to control the entire joint- 
stcck banking system. It can mould its lending policies 
prohibit a particular transaction, call for periodical as 
well as ad hoc returns and publish them if it thinks it 
necessary. It may inspect any bank, ard the Governor 
of the Bank is allowed in an emergency to suspend the 
Act for 30 days. 

12. The Reserve Baok is required to make an annual report 
to the Central Government on the trend and pi ogress of 
banking in the country with suggestions for improvement. 

13. An expeditious procedure for winding up and liquidation of 

banking companies has been laid down, and the Bank 
has been given powers in respect of amalgamation of 
banking companies. 


It is thus seen that the Reserve Bank has at last secured 
powers to co-ordinate and regulate banking in the country. The new 
Act enables the Bank to eradicate several grave effects prevalent 
in the banking system, such as the existence of a very large- 
nulft)er of 6mall banks, their successive crowding in the major cities 
and towns of India, and *the high risks they take in their 
investments to earn large profits. 


15. Foreign Exchange Banks. — Their position . There were 
16 Exchange Banks in India in 1946. They are the branches of large 
institutions incorporated outside British India. They r*re not subjectJ 
to the provisions of Indian Company Law. The following table 
ebows their growth and position in India : P , 


Nanking and credit 

TABLE VIII1 




Yf ar 

Number 

Capital and 
Reriorve in 
million £ 

Deposits in 
India in 
c ores of Kb. 

Cash b dance 
in India in 
cr >res of Rs. 

Percentage 
of cash to liabili 
ties in India 

1920 

15 

90*2 

75 

25 

33 

1940 

20 

128 2 

85 

17 

2 ) 

19.45 

15 

15 :*9 

184 

27 

14 

1946 

15 

1561 

181 

32 

20 


The table also shows that the private* deposits of these banks 
have grown considerably. 

Two of these banks, Thomas Cook and Son 2 and the American 
Express Co. are mostly concerned with tourist traffic. Of the rest, 
3 have a considerable portion of their business ia India while the 
others are mere agencies of bigger banks, a larger portion of whose 
business is outside India. The nimea of five big Exchange Banks 
are Lloyds Bank, the Chartered Bank of India, Australia and China, 
Messrs Grindlay and Co., the Mercantile Bank of India and the 
National City Bank of New York. 

Functions of Exchange Banks . (a) They finance the foreign 

trade of India. It is a remunerative business — the total annual 
trade of India amounted to Rs. 800 crores in 1948. it has been 
estimated by experts that only 15 per cent of the trade is financed 
by Indian banks, whose share only consists of the movement of 
commodities to the port towns from where the financing to foreign 
countries is arranged by the Exchange Banks. 

(6) The Exchange Banks have a fair number of branches scat¬ 
tered all over India. They raise deposits from the Indian people and 
un ertake the kind of business done 1 y Indian commercial banks 
in financing the internal trade of India lo a considerable extent. 
The war has brought about* a decline in the numoer of branches of 

the Exchange Banks. Rising to 103 in 1941, the number fell to 85 

in 1944. 


The Exchange Banks buy Indian export bills usually maturing 
alter three months. These bills are almost always Documents on 

Acceptance (D.A.). They are sent immediately to London and dis- 

counted at the low prevailing rates. In order to transfer their funds 
back to India the banks adopt various plans' such as (»') selling 

sterling to the Reserve Bank in London, (it) buying rupee-paper in 
London and selling it in India, (iii) supplying the needs of tourists 

and students in England on receipt of rupees in India and liv ) im- 

porting bullion into India for sale purposes. 

Bf) ?n.\ 0f India ’ 8 ^ P ° rt trade from Eur °P e is financed by 
discounted m London and sent to Ind a for collection through 7 the 

Exchange Banks. Th e peculiarity of D. A. bills ia that the 

I. Statistical Tables issued by the Reserve Bank of India, 194 * " 

arindt y I :nd b Co . a?83,Qlndl4ha9 ^ *“»*S™ed with thatoV Mes8rs . 
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moment the bill is accepted by the foreign importer through the 
Bank, he can obtain possession of the goods, while he may make 
the payment at the maturity of the bill. The D. P. bills do not 
entitle the Indian importer to the immediate possession of the goods, 
lie, therefore, executes a trust receipt in favour of the exchange 
bank thus holding goods as a trustee of the bank till he makes the • 
payment. He pays interest at the rate of 0 per cent for this 
period. So long as the Indian import trade is not financed by i> A. 
bills in rupees and discounted in India, a proper discount market 
cannot be developed here. 

Grievances against the Exchange Banks. There cannot be 
two opinions about the detrimental effects of the working of these 
banks in India, (a) Indian commercial banks seriously complain 
ol their competition in the internal trade of the country. The 
latter have larger resources and can, therefore, attract deposits at 
cheaper rates, (6) T hey are also abeged to offer greater facilities 
to their own nationals in India’s foreign trade, thus using funds 
raised in India against the interest of Indians, (c) They are 
accused of forcing Indian exporters to insure their goods with 
foreign companies. This proves a great obstacle in the way of 
the development of this type of business by Indian Insurance 
Companies, (d) Indians are not allowed to rise to positions of 
trust in these banks. The highest post open to them is that of 
a cashier, (e) These banks are said to divert Indian capital to 
foreign industrial and gilt-edged securities. (/) That their staff 
run down some Indian banks, is another complaint against them. 


Lack of an Indian Exchange Bank. It is argued that the 
financing of internal trade is more remunerative than that of 
external trade. Therefore, the Indian joint stock banks with the 
comparatively smaller funds at their disposal are naturally content 
with the former. A foreign trade bill locks up money for 3 months 
at the most. The Indian joint stock banks today either lock up 
i r^e funds in Government securities or keep them in the Reserve 
Bank of India for want of a better outlet. Tbeir participation in 
foreign exchange business could usefully employ their large spare 

funds. 


It is also asserted that skilled personnel is not available in India 
. n oarrv on foreign exchange business with sucoess. ThiB is not a 
oaUt arzument. “Required staff oould be secured without much 
“STemarked by the Governor of tho Imperial Bank in hie 
evidence before the Central Banking Enquiry Committee. 

The main obstacle *in the way of Indian joint-stook banks 
takinz up this business is the difficulty of opening branohes and 
workine them successfully in foreign countries. There are political 
Tnd currency complications. A branch in a foreign country needs 
huze capital, great experience and prestige to attract funds. Our 
Snioial banks are not in a position to open these branches. 
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• It is good that the Bank of India have opened a branch in London. 
Even if the branch works at loss in the first few years it does not 
matter. India being free* now it is but proper that such branohes 
should be opened in all oountrie3, especially in the U.S A. and 

in the United Kingdom. 

It has been suggested in the Central Banking Report that the 

' Imperial Bank of India should take to foreign exchange work but 

it should have 75 per cent Indian directors on Local Boards 
before it does so. It should also completely stop recruitment of 
non-Indian staff. 

As an alternative to this scheme, an all India Exchange Bank 
with a capital of Rs. 3 crores is suggested. The Indian joint stock 
banks ma> subsoribe the whole or major portion of it to ensure 
that the Bank does not compete with them in the financing of 
domestic trade. The Bank would undertake Government remit¬ 
tances and work under the supervision of Reserve Bank of India. 

In the meanwhile, Indian commercial banks might open 
agencies in big foreign centres on a co-operative basis. 

Some Indian economists want very strict restrictions on the 
activities of Exchange Banks in India. They would like to confine 
their operations to the port towns and disallow them from accept¬ 
ing deposits from Indian nationals. They would also compel them 
to engage Indian personnel with the exception of a foreign manager 
and one assistant manager. Such restrictions are bound to invite 
retaliation against Indian banks v\ hen they spread out to foreign 
countries, as they surely will, in course of time. Hence the best 
weapon t:> fight against the Exchange Baoks is an Indian bank. 
Undoubtedly it would be difficult to wrest foreign trade business 
from these established institutions, but it is not impossible with a 
JSational Government at the helm of affairs. No new bank should 
be allowed to start business in India without permission of the 
Reserve Bank which should be given only on a reciprocal basis. 
Even the present banks should be asked to take out licences. 
Secondly, these banks should supply full information to the 
Reserve Bank about their working in India and give responsible 
posts to Indians. Thirdly, they should employ Indian funds in 
Indian business and not transfer them outside. 


16. The Imperial Bank of India. A State Bank has always 
had great glamour for Indian imagination. Various proposals were 
put forward in early times 1 for such a bank but they were not 
adopted. The first serious experimental effort towards this objec¬ 
tive was made in 1921 when the three Presidency Banks with their 
69 branches were amalgamated into the Imperial Bank of India. 
This union of rivals was due to a realization of the need of the 
times and fear of competition from abroad. The crisis of 1913-14 

had added to the urgency of the need for a State Bank to control, 
stabilize and regulate banking in India. 




See Muranjan, op. oit. 
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Under the scheme the capital of the newly created bank was • 
raised from Rs. 375 lakhs to Rg. 562 lakhs. It remained a private 
concern but it was meant to serve the State in some financial activi¬ 
ties, hence its operations were restricted by law and its management 
controlled Within limits by Government. Its private deposits came 
to Rs. 74 crores and public deposits to Rs. 7 crores in 1934 while the 
cash it held and its investments in approved securities amounted to 
Rs. 57 crores. Thus the magnitude of its resources gave it the posi¬ 
tion of a leader in the banking world. Its private deposits were about 
33 per cent of the total in India, The number of its branches 
which had increased to 16 L in 1926 were more than one-third of 
all the joint stock banks. It had large public deposits, too, on 
which it paid no interest. Its business was oiroumscribed within 
tbe bounds of safety by law. It was, therefore, natural that it 
should wield vast power and influence in Indian banking, credit and 
commerce. 

The Imperial Bank had a Central Board and three Local Boards. 
The Government reserved to itself the right of appointing two 
Managing Governors to the Central Board. They also nominated 
the Controller of Currency to this Board to watoh Government 
interests. They were further entitled to issue instructions to 
the Bank with respect to the safety of their balances and their 

financial policy. 

The Bank undertook all the general banking business 
of the Government, that of accepting deposits and holding 
balances on its behalf. It managed the public debt and opened 
102 more branches 1 between 1921 and 1926. It remitted funds for 
Government and advanced them ways-and means loans when called 
upon to do so. It served as a bankers' bank, as most commercial 
banks kept their cash balances with it. It also managed the 
Clearing Houses in the country thus settling cross claims of banks. 

As the Imperial Bank had to undertake banking business on 
behalf of the Government, its business was oarefully regulated. For 
instance, it was not allowed to make loans for more than 6 months 
or upon the security of immovable property or its own stock and 
shares. It was also debarred from dealing in foreign exchange 
business except for the bona-fide personal needs of its clients, dt 
could not lend money on personal security unless two Independent 

persons or firms guaranteed the loan. 

Constant complaints on the basis of unfair competition were 
made against the Bank. The presence of vast Government interest- 
free funds in its coffers was supposed to enable it to offer very low 
rates to the publio and thus undercut other banks. Such charges 
w re not wholly true because the Bank could attract large deposits 
a t°low rates of interest due to the high liquidity of its assets. It 

allowed no interest on ourrent aoojunts. ____ 

1. It was required to open 100 new branohes, 2? per cent being at plaoes 
.elected by the Government. 
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It was farther asserted that the Bank discriminated against 
Indian firm® and institutions in favour of Europeans. The major 
portion of its work, ever-increasing in volume, was, however, carried 
on with Indians. 1 That Indianizatim has not been as rapid as 
desired while the direction and management of its affairs has remain¬ 
ed in European hands is a correct charge. 

The most serious charge against the Imperial Bank was that it 
could not reduce the fluctuations in money rates in different places 
or seasons. This was due to the splitting of banking and currency 
operations between the Imperial Bank and the Government of India. 
Due to this reason the call money and^bazar bill rates varied a great 
deal at Calcutta and Bombay. At the same time the bank rate 
vared between 4 and 7 in different years. 

A commercial bank exists to earn profits. The commercial 
character of the Imperial Bank could not possibly co exist and har¬ 
monize with its State-bank character. It earned high dividends by 
its commercial operations ; a true central bank would not have 
been allowed to do 60 , nor would it have entered in competition 
with ordinary joint-stock banks. Such operations are not conducive 
to efficient bankirg in a country. 


It must, however, be said to its credit that it helped to spread 
banking facilities all over the country. It opened 75 branches in 
places where no bank had any branch before. It willingly helped 
some larks in difficulty, e g. 9 Alliance Bank of Simla, the Bengal 
National Bank and the Allahal ad Bank. It served the important 
purpose oi a Clearing House at all places where it had branches, 
thus facilitating the settlement of cross accounts of different banks! 
The total number of branches of the Bar k in 1945 was as many as 
419. During the war years-the number increased by 15. 


The Imperial Bank of India Amendment Act of 1934 and After 
With the coming into existence of the Reserve Bark in 1935 the 
Imperial Bank lost its sta\us of a partial State Bank. Hence the 
old restrictior s on its operations were removed. It could now freely 
deal in foreign exchange, open branches and borrow money outside 
Ipdia. It was also permitted to lend money against immovable 
property. Still tfce Imperial Bank has throughout been maintaining 
a higher ratio of cash to its deposits than the other Scheduled Banks 

* h J oh r J? 0n i e ? f the thir3 8 8 giving it its premier position. At the 
end of March 1949 the total deposits of the Imperial Bank includins 
the Reserve Fund and the Capital amounted to Rs. 281 crores 
while \tQ investments in Government and other authorized securities 
were Rb 1J3 crores ar.d its advances Rs. 125 crores. Against 
these it held cash amounting to over Re. 40 crores. Thus the 
percentage of cash to deposits came to 14%. 

r *7‘ ,S e J* efect A in th . e Indian Money Market and the Need for 

loose conglomeration of banking unit* witho ut any connecting 

_ * M « r * n jan -p. Indians owned o* per chug o r the Imperial 

^posits and received 68 per cent of its advances in 1925. f P BanJ $ * 
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links. The money-lender and the indigenous banker had nothing to 
do with the commercial banks Co operative credit was a unit entirely 
apart from the money market in the country. The Exchange Banks, 
in addition to having a monopoly of the financing of the foreign 
trade, w re “poaching” on the preserves of the joint-stock banks. 
The Imperial Bank derived immense benefit from its connection 
with the Government but was in no sense a Bankers’ Bank. It 
competed with them and declared high dividends. In fact it was 
a case of each for himself and the devil take the hindmost. There was 
no cohesion in the banking system. 

The lack of a bill market in India made the smooth working 

of ti e credit mechanism impossible. There was a great defioienoy of* 

good bills in which the banks could invest surplus funds. Besides, 
Bazar Huniis were not well-grounded and were not uniform in 
character. They were rarely supported by proper documents like 
bills of sale and title. The Imperial Bank was not a oo-ordinating 
but a competing unit ; hence the joint stock banks were chary of re¬ 
discounting bills with t. A lar^e majority of the transactions ;n India 
were concerned with agricultural produce but agricultural bills were 
an impossibility without sufficient warehousing facilities. Ihe 
complete lack of co-ordination of the money market combined with 
all these other factors worked against the development of a proper 

bill market. 

Further, currency and banking in India were entirely divorced. 
The Government was responsible ior the former. There was no auto¬ 
matic expansion or contraction of currency. The rnovement of crops 
from upcountry to the ports needed large funds in the harvest 
season. This created conditions of tight money not relieved by the 
Imperial Bank or the Government. The lack of elasticity in currency 
resulted in a wide disparity in the interest rates current in 
parts of the year. The range of interest rates from place 
was also great The bazar bill rates at Calcutta and 

diverged widely. , , 

In their capacity as currency authority the Government had 
to keep the foreign value of the rupee stable. Even their 6ona fide 
actions in this connection were looted at askance by the pnbko and 

aroused criticism. -n- T P 

The credit side of banking was in no better case. Dr 

Jain wrote in 1933: “The banking ,? e ^ 

‘“"'For a ,nng tteca controrersyraged 

India should have a State-owned bank or a private- 


different 

to place 
Bombay 


I. i>r. L. 0. 


A Reeerve Bank for India, P- 21, 
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bank. The main essential was that the new institution should be 
free from the incubus of party politics as well as the machinations 
of capitalists. It should be able to control both credit and currency 
efficiently. Nor should tall dividends be its main pursuit, otherwise 
it would commend no confidence in the banking world. 

After two abortive efforts in 1927 and 1923, the case for the 
establishment of a Central Bank was avain brought to the forefront 
by the emphatic recommendations of the Central Barking Enquiry 
Committee. In 1934, a shareholders* bank was accordingly brought 
into existence by the Reserve Bank of India Act. 

18. Constitution of the Reserve Bank of India* The Reserve 
Bank was started as a shareholders* bank with a share capital of Rs. 5 
crores divided into shares of Rs. 100 each, all fully paid-up. The 
whole of the capital was owned by private shareholders except of the 
nominal value of Rs. 220,000 allotted to the Central Government. 

The shares were distributed among five circles : Calcutta, Bombay, 
Delhi, Madras and Rangoon. The nominal value of the shares allotted 
to Calcutta was Rs. 1,45 lakhs, to Bombav Rs. 1,40 lakhs, to Delhi 
Rs. 1,15 lakhs, to Madras Rs. 70 lakhs, and to Rangoon Rs. 30 
lakhs. No person could be allotted more than five shares in the 
beginning, nor could a company registered outside India have them, 
no ^ person not domiciled cr ordinarily resident in India was 
entitled to held shares. It was later enacted (in 1940) that one 
person could not hold in his name or jointlv with others shares in 
excess of a total nominal value of Rs. 20,000. Five shares gave the 
right of one vote and the maximum number of votes possessed by a 
shareholder was ten. 

In spite of these efforts, however, the total number of share- 

holders went on steadily decreasing. As a result of the concentration 

of shares in fewer and.fewer hands, a considerable amount of voting 

power became frozen, thereby reducing the democratic character of 
the Bank’s constitution. 


Management . The general direction of the affairs and business of 
the Bank was given to a Central Bosrd consisting of (a) 16 
members, namely, a Governor and two Deputy Governors appointed 
by the Central Government on the recommendations of the Board 
(b) four directors nominated by the Government, (c) directors elected 
by shareholders, two eaoh by those on the Bombav, Calcutta and 
Delhi registers, and one each bv those on Madras and Rangoon and 
(d) one Government official nominated by Government. 


For each of the five areas there is a Looal Board consisting of (a) 

fiv ® “ en ?_ bers eleoted by the shareholders from amongst themselves 

and (b) three members nominated by the Central Board out of the 

list of shareholders. The nominations were meant to remove any 

deficiency left by the elections by giving representation to unrepre- 

sented areas and m particular to agricultural and co operative 
interests in the country. , . ^ vu 
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General Fvvcticns cj Ihe Feserve Bank. The Bank is authorized 
to transact the following business :— 

(1) To accept rornev on deposit without interest from the 
Central and Provincial Governments, Indian States, banks, local 
bodies and any other person ; 

(2) To purchase, sell and rediscount 

(a) bills of exchange and promissory notes drawn and pavahle 

in India and arising out of bona fide transactions, bearing 
two or more good signatures, one of which must be that 
of a scheduled bank, and maturing within SO days from 
the date of purchase or rediscount ; 

(b) bills*, etc., drawn and. payable in India for financing seasonal 

agricultural operations or marketing of crops and maturing 
within 9 months from the date of purchase or redis¬ 
count, and 


(c) bills issued or drawn for holding or trading in securities of 
the Government of India or Provincial Governments and 
maturing within 90 days. 

(3) To purchase from and sell to scheduled hanks sterling in 
amounts cf not Icfs than the value cf Ps. 1 lakh ard bills of 
exchange (including treasury bills) drawn in or on any place in -the 
U. K. ard maturing within 90 days and to keep balances with banks 

in the U. K. 

(4) To make leans and advances to States, local authorities, 
scheduled banks and provincial co-operative banks, repayable on 
demand or on the expiry cf a period rot exceeding 90 days against 
trustee securities, gold or silver, eligible bills of exchange and 
promissory notes of a Scheduled or Provincial Co-operative Bank 
supported by documents of title to goods pledged to the tank for 
oommereial operations or for marketing of crops. 

(5) to make wavs-and-means advances to Central and local 
Governments repayable within 90 days ; 

(6) to issue demand drafts payable at its own offices or 

agencies; ■ 

m to purchase and sell Government securities of the U. K. 

maturing within 10 years of the date of purchase ; 

f8) to purchase and sell securities of the Central and Provincial 

Governments in India of any maturity within certain maximum 


limits ; - 

(9) to borrow money for a period not exceeding -0 days from 

a scheduled bank in India or a Central Bonk in any other country ; 

(10) to open accounts with or to make agency agreements with 
central banks in other countries, to act as their agents and to invest 

funds in their shares ; and 

(11) to perform all other functions* usually performed by a 
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Central Bank In any country. These Junction, are dieenued in detail 
below. , 

flip's ssssfrs? 

fupee whTamouata to Rs. 21-3-8 per tola. Aoy defie.eacy in this 
form of assetg hag to be sanotimed by the GtvorQm.at ai 
specified peualty of not les 3 than 6 p;r cent paii on it. Darin* the 
war 1 1939 4 >) the Bank's holdings of sterling eoeuntioa went on 

mounting as more expenditure was incurred by the Government of 

Governments for which payments were made in sterling. From Rs. 
3 y 50 crores on 1st September, 1939, the sterling holdings of the Bank 
rose to Rs. 1,031*33 crores on 3Ut August, 194o. ihe percentage of 
gold and sterling balances to total note issue which stood at 40 44 

on 1st September, 19*9, went up to 93 477 on 31st August, 1945. Of 
the gold coin and bullion not less than 85 per cent must be held in 

India. 


Of the remaining 60 per cent, of the assets of the Issue Depart¬ 
ment the rupee securities shall not exceed l/14th of the total assets 
or Rs 50 crores, whichever amount is greater. This proviso was 
amended by an ordinance issued in February, 1^41, so that the 
existing limit on the amount of rupee securities held in the Issue 
Department was removed. Dae to needs of war finances the 
Government had to seek far greater aocommolation from the 
Reserve Bank against Treasury Bills. The rupee securities stood at 
over Rs. 174 crores in March, 1913, but fell to Rs. 5i crores (on 
August 31, 1945) while the sterling securities want up pro- 

poitionately. 

(6) In the second place , the Reserve Bank is required to regulate 
the banking system in the country. Every joint-stock Dank that 
has a paid up capital and reserve of an aggregate value of not less 
than Rs. 5 lakhs can be included in Schedule 2 of the Reserve 
Bank. Such a bank has to maintain with the Reserve Bank a 
minimum balance equal to 5 per cent of its demand and 2 per cent, 
of its time liabilities (on which no interest is admissible) aui also 
to submit a weekly return of its position in a prescribed form. 
In 1948, there were 101 banks in the second schedule inclusive of 
the Imperial Bank and 151 Exchange Banks. The joint stock 
banks include what are sometimes sbvlei the “Big Five” of India, 
. namely, the Central Bank of India, the Bank of India, the Allahabad 
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Bank, the Bank of Baroda, and the Punjab National Bank eaoh of 
which has deposits of more than Rs. 6 orores and a network of 
branches all over India. The maintenance of balances with the 
Reserve Bank by the commercial banks has centralized reserves in 
the country and brought about the inestimable benefit of comparative 
liquidity and safety. 

The scheduled banks enjoy the facility of financial accommoda¬ 
tion against approved securities. Tdey can also rediscount with 
tho Reserve Bank bills of exchange and promissory notes (i) whioh 
are drawn and payable in India, (it) which bear two or more good 
signatures one of which must be that of a scheduled bank, and (in) 
which have a fixed maturity not exceeding 96 days exclusive of the 
days of grace from the date of their purchase or rediscount by the 
Bank. Bills drawn or issued for the purpose of holding or trading in 
specified Government securities can also be rediscounted if they, too, 
mature within 90 days. An exception is made in favour of sound 
agricultural bills, so far as the period of maturity goes, whioh in this 
case is allowed to extend up to 9 months. 

The Reserve Bank controls the credit polioy of these member 
banks and through them of the other constituents of the Indian 
money market by raising or lovering its bank rate aod by purchases 
or sales ot Government securities or other bills in the open market. 
The latter process is known as Open Market Operations. A lower 
bank rate would encourage rediscounting of bills with the Reserve 
Bank, thus, increasing the cash with the joint-stock banks and vice 
versa . Similarly, purchases of securities by the Banks in the open 
market would increase the cash in the money market and their sales 
would have the reverse effect. 

(c) In the third place , the Reserve Bank is entrusted with the 
task oi maintaining the external value of the rupee at Is. 6i. 
sterling. To do this it is obliged to sell to any person, who pays 
the pri-ie in rupees, sterling not less than £10,0JJ in amount, for 
immediate delivery ia London at a rate not below 1*. 6-49/64 d. for 
a rupee, and to buy sterling at a rate not higher than la. 6 3/16 d. 
for a rupee. Moreover, it has to meet the Government requirements 
of sterling in London to do which it buys sterling from the 
scheduled banks by weekly tenders or at an intermediate tap rate. 
The Exchange Banks are enabled by this process to transfer their 
funds conveniently from London to India in the busy season. 

(d) In the fourth place, the Reserve Bank has to perform the 
important function of carrying out the banking transactions of the 
Government which include the accepting and holding of moneys 
for the Secretary of State, the Central Government, the Provincial 
Government and approved native States free of interest . It has also 
to carry out their exchange and remittance operations and to manage 
the public debt on their behalf. 

The remittance facilities provided by the Bank are a very 
important feature of its operations. The Bank maintains funds at 
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all branches of the Imperial Bank and at Government Treasuries, 
1,300 in number, to provide taese facilities to the banks and public. 
These facilities were further extended and standardized in October 
1940. Under the new scheme the concession rate of remittances 
was extended nob only to the public and scheduled banks, but 
also to those 76 non-scheduled banks and 6 indigenous bankers who 
fulfilled prescribed conditions and are on the approved list. The 
rates for different classes of remittances are as follows : 




Up to Rs. 



Ove.- 

Rs 

5000 




5)00 

Mini¬ 

Rate 

% 

Mini¬ 


Classes of Remittances 

Rate % 

mum 




mum 


** 

- 

charge 




charge. 




Rs. 

A. 

P. 


Rs. 

A. P 

1. 

Government Extra Provincial 

1/16 

0 

4 

0 

1/32 

3 

2 0 


Iutra Provincial 

Mil 


Nil 


Nil 


Nil 

2. 

General Public ... 

1/8 

0 

4 

0 

1/16 

6 

4 0 

3. 

Scheduled Banks..• 

1/16 

1 

0 

• 

0 

1/32 

3 

2 0 

4. 

Approved non-scheduled banks 








• 

and indigenous bankers 

1/16 

1 

0 

0 

1/32 

3 

2 fl 

5. 

Co-operative banks and socie¬ 









ties ... ... ... 

' 1/16 

0 

4 

0 

1/32 

3 

2 0 


In case of Telegraphic Transfers (T. Ts.) telegram charges are 
levied in addition. 1 


(ej In the jifth place, the Bank regulates the Clearing Houses 
for the scheduled banks and thus saves movements of cash from 
bank to bank. The most important clearing houses are at Bombay, 
Delhi, Madras, Rangoon, Lahore, Kanpur and Karachi besides 14 
others. They are autonomous institutions and so far the Bank has 
not found it necessary to interfere with their working. The total 
value of cheques cleared during 1947-48 came to Rs. 84,80 orores 
as compared with Rs. 72,21 crores in the previous year. 

(/) In the sixth place , the Reserve Bank has to tender advice 
to the Government and banks on financial and banking matters. 

The Reserve Bank has an Agricultural Credit Department 2 with 
an expert staff, the functions of which are—(a) to study all questions 
of agricultural credit and to be available for consultation to all 
banks and (6) to co-ordinate the operations of the Bank in connec¬ 
tion with agricultural credit ani its relations with provincial 
co-operative banks and commercial banks engaged in this business. 

Thus its duties are mainly of an advisory character and it cannot 
render direct help. 


Mr. M.L. Darling, I.C.S., was asked to enquire and report on 
the working and state of co-operative institutions in 1935 His 
report indicates the manner in which the Reserve Bank could render 
help m agricultural fininoe. Sines then the Reserve Bank has 

issued a Statutory Rsponlmla 37 ) supplanted by a number of 

bulle tins. They point out the difficulty of persuading the money- 


°" r “* 

8 . See also Chapter XI, S«W.e 
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lender to shed off non-banking business'and to adopt modern banking 
methods. They also suggest the reconstruction of the whole 
co-operative structure ia the currency. 4l As for money-lenders 
supplanting them is not possible, regulation of their business by 
laws is suggested." 1 

The Department has continued to study the problems connected 
with the co-operative movement, land mortgage oanks, debt legisla¬ 
tion, warehousing legislations, marketing and other connate matters. 
The Chief Officer was sent to Ceylon to study the consumers' 
co-operative movement which was particularly successful there. 
Besides, a scheme for the establishment of an Agricultural Finance 
Corporation was submitted to the Government of India and is under 
consideration. 

There is a feeling that the Reserve Bank ha9 not done enough 
for agriculture4n India. With the recent nationalization of the Bank 
it is expected this feeling will disappear and more hope for 
agricultural operations will be forthcoming. 

The duty of the inspection of banks on their application to 
Government to be included in Schedule II of the Bank Act with a 
view to ascertaining the value of their paid-up capital and assets 
also devolves on the Reserve Bank. 

(g) In the seventh place , the Reserve Bank has to manage the 
public debt of the Government of India and to float and pay off 
loans on behalf of the Provincial Governments. India owed a total 
amount of Rs. 512’15 crores of sterling debt at the end of 1934. 
The outstand.ng total public debt of the Government of India is 
expected to amount to Rs. 20,49 crores at the end of 1949-;,0. Of this 
R 9 . 37 crores is sterling debt, which also includes Rs. 13 crores of 
railway annuities Against this total debt, India holds Rs 15,28 crores 
of interest-yielding assets, the rest being unproductive. The 
management of the debt by the Bank has been very successful. 


(h) Lastly , the Reserve Bank acts as agency for the collection 
and dissemination of financial information and statistics. It sub¬ 
mits to the Central Government a weekly account of its Issue and 
B inking Departments. Besides, ib compiles, prints and publishes 
monthly Statistical Tables relating to Banks in Iniia and an annual 
report on currency and finance. The latest available balance-sheet of 
the Bank is given for careful study by the student. 

on Bank Rate. The Reserve Bank declares from time to time the 
standard rate at which it will rediscount bills of exchange or other 
eligible oommeroial paper. This rate has been 3 per cent since the 
inception of the bank and the war has had no effeot on it. 
Conditions of easy money have prevailed. 

Reserve Funit and Dividends. The Reserve Bank dlVM J- 

EST&5E5 JSL 
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3 -1/2 per cent dividend annually except in ^42-43 autho- 

ner cent. The maximum rate of dividend that the Bank .8 autbo 

rized to give to its shareholders is 6 per cent. T e nrovided 

E than that .aio.nl, i. allocated to the Reserve Fund. 

Relatione with the Initial Bonk TheReBetveBankhaaentered 

into an argeement with the Iatpen.l Bank whitch :•>« b ~»n appiroved 

Ssrs Kar.t*» mss 

Imperial Bank maintained a sound hnancial position and the exist_ng 
dumber of branches, in return for which it was to receive Rs. 9 lakha 
a year for the first 5 years, Rs 6 lakhs a year for the ne ^ five years 
and Rs. 4 lakhs a year for the last five. In addition, the 
Bank was entitled to receive a prescribed commission _ 

transactions at the rate of 1/16 per cent for the first Rs. 2o ® c rores 
and he. 1/32 per cent for the remainder for 10 years when the rates 

would be revised. 

In 1945 accordingly the commission rates of the Imperial Bank 
were revised. A Government communique giving the new rates was 
published in June of that year. It says that “the following rates 
shall be adopted fbr calculating the commission payable to the 
Imperial Bank of India on the turn-over of Government for the 

quinquennium 1st April, 1945 to 31st March, 1950 : 

On the first 150 crores .at 1/16th of one per cent. 

On the next 150 crores over 150 crores at l/32nd of one per oent. 

On the next 300 crores over 300 crores at l/64th of one per cent. 

On the remainder of the total of 
receipts and disbursements dealt with 
annually on account of Government 
by the Imperial Bank on behalf of the 

Reserve Bank of India .at 1/128th of one per cent. 

The revised rates of commission have been arrived at after 
expert investigation and are based on the actual cost to the Imperial 
Bank. The spirit of the contract is tbat no allowance for any 
profit should be made to the Imperial Bank when it will be rece ving 
its fixed annual allotment of Rs. 4 lakhs during these five jears as 
mentioned above. 

This Agency Agreement with the Imperial Bank can be 
terminated if a five years* notice is given by either party in 1950. 

The Imperial Bank was not permitted to open any branch in 
substitution for another in existence, without the previous approval 

of the Reserve Bank. 
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21. Achievements of the Reserve Bank. The policy of the 

Reserve Bank since its inception in 1935 has been generally 

directed on right lines and its achievements so far have been of no 
mean order. 

(a) The bank rate which used to vary between 9 and 7 per cent 
before the creation of the Reserve Bank was brought down to 3 
per cent, in 1935 and has been maintained at that level to the 
preeent day. 

(b) The seasonal fluctuations in the money rates have been 
eliminated, while the variations in rates in different business centres 
have a!so tended to disappear. The main pressure of seasonal 
demand when the crops have to be moved down from upoountry 
falls on the Reserve Bank and it has been well taken. The 
interbank call money rate quoted by the larger banks has ranged 
between \ and J per cent. 

(c) As discussed in detail above the Reserve Bank has introduced 
very cheap and valuable remittance facilities which have been availed 
of by the general public, scheduled banks, Government and 
co-operative societies and banks widely. 

(d) The Bank has achieved a remarkable measure of success in 
the management of the public debt. It has repatriated the whole of 
the sterling debt of India, funded the railway annuities and made 
ample provision for the payment of sterling pensions and furlough 
allowances in England. In addition, it has floated loans for the 
Central and Provincial Governments at low rates. It has also 
provided way sand means 
Central Government. 

PUBLIC DEBT OF INDIA SINCE 1913-14 

(In crores of rupees) 

Year Sterling Debt Rupee Debt* Treasury Bills outstanding. 


expenditure through treasury Bills for the 


1914 ... 206 ISO 

1939 ... 4G5 485 46 

1949* ... 40 1991 369 

(e) Tbe Bank has kept the exchange value of the rupee stable at 
Is. 6d. in spite of very trying tines. It has done valuable work to 
improve and develop rural credit in T ndia and maintains a special 
department to render expert advice to Governments regarding 

co-operative credit. 

(/) As a banker's Bank, it has at last succeeded m piloting an 
excellent piece of legislation which at least gives it wide powers to 

regulate and oontrol operations of scheduled and non schedu ed 
banks in the country. In the meantime it has successfully tackled 
the manifold problems of war finance such as the floatation of numer¬ 
ous loans, the repatriation of sterling debt and the administration of 


(o)^The Bank has done a good deal of research and has a depart¬ 
ment stafFed by competent economists and'statisticians whose work 
is proving useful to the country. The Bank is organizing a separate 

1. It includes Post Office debt, Treasury bills, etc 

2. Explanatory memorandum of the Budget for 1949-60, 
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Balance of Payments Division. It has also suggested to Government 
the compilation and interpretation of statistics of national income 
which are an important indicator of ecnomic activity in the country. 

(A) It has played a very important part in organizing the 
Industrial Finance Corporation as an agency for providing long-term 
finance to industry. 

Where the Bank has failed. To be of real value, the Central 
Bank of a primarily agricultural country like India, should thorough¬ 
ly organize agricultural credit. The Agricultural Department has no 
doubt been functioning, but its activities leave much to be desired. 
The relations of the Australian Commonwealth Bank and the 
Reserve Bank of New Zealand with the primary industries of those 
countries are worthy of ite study and should prove inspiring 
examples. 

The constitution of the Reserve Bank has been exploited to the 
limit during the war years of 1939-1045. It has been legally possible 
to recognize sterling securities without limit as cover for the 
expansion of currency. 

# The Reserve Bank has not yet been able to forge a link with the 
indigenous bankers so as to bear fruitful results nor has it provided 
enough credit facilities to the scheduled banks to avert crises. 
It has also not succeeded in creating a bill market big enough to 
enable banks to invest their surplus funds profitably. Nor has the 
Bank so far succeeded in the matter of seouring for Indian joint- 
stock banks their due share in foreign exchange business. With a free 
India the opening of an Exchange Bank should be given priority. 

The Reserve Bank has not succeeded in keeping stable the inter¬ 
nal value of the currency unit. This is admittedly an important 
function of a central bank. The reason for the failure of the bank in 
this direction is that the Indian money market is not one organism. 
Besides Tndia was not a free country and the policy of the Bank 
was dictated in British interests. Thus while the U.K. avoided 
inflation and higher prices, we supplied goods and were saddled with 
sterling assets. The Bank was helpless. 

In spite of these lacunae, however, it has ushered in a new era 

of financial stability and banking reform and has helped jolnt-stook 

banking in India to weather successfully one of the severest storms 

m history—the war period of 1939-45. It can also be affirmed tbat'its 

service potential is immense and one can look for great achievements 
from it in the future. 

/rp 22. Nationalization of the Reserve Bank. The Reserve Bank 
Uransfer to Public Ownership) Act, 1948. By this Act the Reserve 
15 an k of India was nationalized on the 3rd of September, 1948, and 

passed into State ownership. The Bank was nationalized to ensure 

a greater co-ordination of the monetary, economic and financial 
policies. Under this Act— 

al ! 8 hares of the Bank held by members of the public havel 

per^h^ llred by paying <w»pewatkm at the rate of Rs. 118/10 
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(ii) The constitution of the Central and Local Boards has been 
amended so that all the directors are to be nominated by the 
Government. Of these one is a Government official, four represent 
the four Local Boards and six represent other interests. The Local 
Boards will consist of three members eaoh and will be appointed by 
the Central Government. 

(iii) Amendments have been made in the Reserve Bank of India 
Act of 1934 to enable the Reserve Bank to hold in its Issue and 
Barking Departments not only sterling and sterling securities as at 
present, but also foreign currency and other securities of a foreign 
country which is a member of the International Monetary Find. 
This amerdirent has become necessary in view of India’s nr ember- 
ship of the I M F. and the obligation laid on the Reserve Bank to 
buy and sell all foreign currencies at prescribed rates. 

This act of nationalization has been criticized on the grounds 
that the Government is assuming complete powers for directing the 
policy of the Bank and this will result in the Bank having to obey 
the behests of whichever party comes to power at the Centre. On 
the other hand it is claimed that large-scale planning, on which the 
Govern^ ent of India is embarking, is not possible without a national 
institution of this kind. Besides, prominent countries like Canada, 
Australia, Britain, and France have taken their Central Banks into 

State ownership. 

The new regime came into force on 1st January, 1949. 


The Government have accepted the policy of nationalization of 

the Tirpernl Bark of India, Ltd., too. But since it has a large 
number of branches outside Tndia, various technical problems 
connected with such a step crop up. Therefore, for the time being it 
has been postponed. The Government promised that compensation 
nirl bo Tiaid to the shareholders on a similar basis as laid 
T° f or {\,e Reserve Bank. The Government gave a categorical 

assurance .hat there eras no Intention to nationalise other 
commercial banks. # r 

21 Savings, Investment and Hoarding. After attaining: free- 

made to speed up the process of production. Capita 


. .. v ;„ 0 i ‘fcnnw-how . It is, tnereiore, an me mu.v — 
that alfsaving resources in the country, however humble t ey m» 

SrH 

V 3‘these satin,, nan he put into the 

hands of the State. 
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Savings 'depend on the difference between total production anu 

total consumption in a country. Unfortunately the power to save 

is poor in India. The majority of zamindars till uneconomic hold¬ 
ings and find it hard to make both ends meet, leave aside having and 
investing. The few who are lucky enough to be outside the pale of a 
deficit eoonomy are improvident and save little for the rainy day. 
Whatever little is, however, saved in the villages is converted into 
silver and gold ornaments, for, either there are no banks in the 
vicinity to attract savings or the villager has not enough confidence 

to entrust his savings to a bank. 

Considering that India’s teeming millions run up to l/5th of the 
population of the world, and that during the last four centuries and 
a half India has absorbed less than l/7th of the total output of gold 1 , 
the charge that India is a sink for precious metals falls to the 
ground. India absorbs precious metals for art purposes, so do 
Europe and America, who consumed no less than 30 per cent, of 
the total gold output during the time that India absorbed a bare 
14 per cent, according to the above quoted authority. 

Hoarding was inevitable when life and property were not safe 
in India. Social conditions (like the dowry system) also encouraged 
it. Ciroumstances are, however, changing and things in , this 
direction have considerably improved. Tnese are no arguments for 
complacency. Efforts should be made to provide opportunities for 
saving and investment and to discourage hoarding. The following 
steps might be helpful in this direction : 

(1) The Central Banking Committee was convinced that there 
was not much hoarding in India, but at the same time stressed the 
need for extension of deposit banking. Branches should be opened 
in places where no banking facilities exist rather than in big towns 
where a large number of banks are already represented. The man 
in the village has to be reached and his savings collected. 

(2) Post offices should supply enhanced facilities to the s nail 
man. A more liberal rate of interest should be offered to tempt 
him to deposit his meagre savings. 2 If the facility of withdrawing 
money by cheques written in Indian languages oould be pro v ided, 
it would not only make the post office banks more oon/emen t but 
would also provide a fine incentive for literacy. 

(3) A more active and intensive propaganda should be oarried 
on to inorease the number of women’s co-operative societies in the 
villages. This would tap a source but little exploited so far. Indian 
women are naturally thrifty. The inculcation of the habit of invest¬ 
ment among them would more surely work towards discouraging 
hoarding in India than anything else. Joint-stock banks should open 
special departments for women which should be in the charge of lady 
assistants. Such a step would promote business habits among women 

1. Mr. i oseph Kitchen in evidence before thd Hoy at Commission on Indian" 
Currency and Finance in 1326. 

2. Tnis has been done recently, the rate being raised from 1J per cent to 

1J per oent. w 
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and induoe them to invest their money in the banks rather than 
ornaments. 

(4) Eduoation is the soundest remedy against all traditional 
uneoonomie habits. The present system of eduoation needs a 
thorough overhaul. A knowledge of elementary economics 
imparted in the local languages at the matriculation stage would 
also help matters. Lectures arranged under the auspices of Bankers’ 
Institutes and Chambers of Commerce in different parts of the 
country and pamphlets would also be of use. 

24. The International Bank for Reconstruction and Develop¬ 
ment. The world war is over. The neei for rehabilitation is 
perhaps more desperate today than in any previous period of history. 
Political measures alone will not solve the problem unless accompa¬ 
nied by measures of economic reconstruction. The need for these 
measures has been recognized by the holding of the Bretton Woods 
Conference (1944) and the creation of the International Monetary 
Fund and the International Bank. 


The Bank is meant to be the major instrument in the resto¬ 
ration of the economies of war-devastated nations and in the develop¬ 
ment of economically backward areas. Thus, it will create a basis for 
a durable peace. It will grant loans of long maturity to member 
nations with the object of (a) reconstructing economies destroyed by 
war and (b) encouraging the development of productive facilities 
and resources in less developed countries. It will thus assist in 
bringing about a smooth transition from a war-time, to a peace¬ 
time economy, as well as help “in raising productivity and the 
standard of living and conditions of labour in the territories of the 
member nations.” It will naturally give priority to credits for 
reconstruction for economies that have suffered great devastation 
from enemy action and occupation, but that does not mean that 
projects for development of backward areas, will not receive 
equitable consideration. Besides, the final settlement of the 
huge lend-lease and reverse lend-lease accounts and the problem of 
the maintenance of equilibrium in the balance of accounts payments 
would also need long-term international loans. For these and ot 
the equally important purposes of re-establishing world commercial 
relations on a stable multilateral basis the creation of an Inter¬ 
national Bank was urgently necessary. 


The total amount to be subscribed to the Bank by its present 
members is $ 7,670 million ; of this only 10% was called up in 1946. 

Each nation was required to pay 3% of the initial demand in its 
national currency, and the rest in U. S. dollars or gold. India s total 

quota comes to $400 million. The quotas of some other 0 ° un ^ 
are : the U. S. A. $ 2435 million, the U. K. $ 1000 million, China $600 
million, France $ 460 million and bo forth. India s initial contribu¬ 
tion made by November 1946 came to $40 million payable $ 7,960^ 

India seoured the advantage of original membership of the 
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Internationa] Monetary Fand and of the International Bank. Qenoe 
the Legislative Assembly having been dissolved in December 1945, 
the Government of India promulgated an Ordinance to join the Bank. 
Mr. Sundrasan, Joint Secretary, Finance Department of the Govern¬ 
ment of India, was appointed as India’s representative on the 
Bank. 

The Bank is to be a source of mutual assistance. It has enough 
cash funds and reserve to meet interest and a mortization on dollar 
obligations for a number of years. If a depression is protracted 
the Bank may call on its subscribers for the rest of the capital not 
originally called. The U.S.A.’s share alone comes to an additional 
$ 2500 million. 

The Bank with all its resources will assist member nations in 
utilizing their available resources—raw materials, transport facilities, 
fuel, power, plant, idle manpower, existing technical and managerial 
skills—so as to restore pre war output levels. Its development cre¬ 
dits are mainly meant for the under-developed areas of the globe_ 

mostly Asia, Africa and Latin-Amerioa—to create productive 
facilities where they did not exist before or else to expand existing 
ones. 


The I.B.R.D. has been busy giving loans for long periods to 
various countries needing capital for development purposes during 
1948. For instance it advanced loans totalling $ 34-1 million for 
eleotrio power development in Mexico. The new hydro and thermal 
eleotrio projeots will increase Mexican industrial and agricultural 
production and help to raise the standard of living of the people. 

Its first and biggest loan of $250 million was to France. The next 
lot of loans aggregating 263 million was for the Netherlands 
Denmark, Luxemburg and Chile. They are to be repaid gradually 
over periods varying from 6J to 30 years and bear rates of interest 

up to 4i peroent including 1 % commission to be oredited into the 
Bank s special reserve. 


It also made a loan of *12 million to four Dutch shipping comp¬ 
anies. Mr. S.G. Hoar, the Vice-President of the Bank oame over 
to India early in, 1949 to investigate into the genuineness of 
India s application for a heavy loan for purchase of plant and 
equipment for her many multi-purpose projeots and improvement 

to InS^as^* 11^ ex ^ 0o ^ 0c ^ a * oan 80011 be made available 


% 

Mr. Hoar, while in India, explained the prinoioles on whink 
Bank acted. rheB.ok.hM to deal with ” Wo, onj 

a u d lt haS tQ be satisfied fc bat the borrower 
would be unable to obtain loans elsewhere on reasonable f ArrYla 

and that it would be in a position to meet its obligations. 


Almost all the loans are 
purchased with the borrowed 


in dollars as the goods needed to be 
money are available in the U.S.A* 
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Soundness of a projeot is an essential test before the Bank 
will agree to finance it. It is in the interest of the borrowing 
country to get the proposed projeoba passed by the objective eye of 
the Bank, otherwise sentiment and politics may pull towards 
seductive short-outs which may not be always wise. 

Before the Bank advances a loan, it oonducts thorough investi¬ 
gations, not only of the individual projeot concerned, but of the 
economic and financial condition of the country itself. It 
is not content with the documentary evidence bub sends out 
missions to investigate the problems at first hand. The Bank is 
not prepared to lend unless it is satisfied (a) that the overall 
economy of the borrowing country was soundly operated and that 
both policy and practice gave grounds for confidence that satisfactory 
conditions would be created at an early date, if the country 
was passing through some difficulties ; (6) that the overall plans 
for reconstructing or developing economy were conceived and were 
being worked out on lines which would reinforoe and not upset 
the basic soundness of economy ; (c) that the project or projects 
within the larger programme which the Bank was asked to finance 
had been meticulously prepared technically and were financially and 

oonomioally justified. 

It is of primary importance, therefore, that a developing 
country keeps a constantly critical eye on the soundness of. its 
budget structure on the existence of a healthy and stable relation¬ 
ship between wages and prices ; on the effective utilization of its 
available resources of materials, transport and power ; on the flow 
of goods within its borders and the volume and character of 
exports and imports passing across them ; on the development of its 
balance of payments ; and on all the diverse aspects of national 
life which reflect the health of its economy. 

But Mr. Hoar assured that the Bank was not so unrealistic 
as to expect to find perfection, but what it does expect to find 
is a realistic appraisal of facts and a determined and intelligent 
policy to move steadily forward to set right those features 
which are hindering the healthy evolution of its eoonomy. 

Mr Hoar suggested that no commitment should be entered 
into for any project until (1) it has been proved to fit into the 
oeneral pattern of sound development ; (2) it has been proved to 
be neoeesary : 0) it has been proved feasible ; (4) it has been 
proved capable of doing the job within the time-limits within which 
results are essential and more satisfactorily than any alternative , 
it has been related to other competing aid complementary 
oroieots • and (6) a balance has been struck and evaluated as to 
the benefits of employing oompetent consultants, contractors and 

engl The development projeots that India has in hand have been 

by the mission sent out by the International Bank, and 
J^^ecfced that a loan will be shortly sanctioned. 
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The International Monetary Fund and the InternationalBank 
are two independent institutions. The Fund ^akes advances for 
abort terms to meet temporary disequilibna in the balance oi 
payments. The International Bank, on the other hand, lend 
money on a long-term basis either for particular projects or 
generally for the reconstruction and development of a membe 
country*® economy. 

' The amount of the loans that the Bank might grant to a 
particular country was not governed by its share capital in th 

Bank. 

Further Readings Suggested 


1. Dadacbanji—Monetary System of India. 

2. Muranjan—Modern Banking in India. 

3. Pa nandikar—Banking in Tndia. 

4. Sovkar—Joint Stcck Barking in India. 

5. Skarma—The Indian Money Market. 

6 . Raj’—The Monetary Policy of the Reserve Bank of India. 

7. Mitra—Post-War Banking in India. 

8 . N.P.C.’s Volume on Banking. 

9 . Jain—Indigenous Banking in India. 

10. Keynes—Indian Currency and Finance. 

11. Report on Finance and Currency for 1947-48. 

12. Report of the Central Banking Committee. 

13. Reserve Bank of Tndia Bulletin. 

14. Commerce (weekly j’ournal). 

15. Report of the Central B aard of Directors of the Reserve 
Bank for 1947-48. 


CHAPTER XXVII 
PRICES IN INDIA 

1. Importance and Complexity of the Price Problem Prioe 
study is always a very complex problem, ft is muoh more so in 
India due to its huge size and the great differences in the standards 
of living of its people. Even the Bombay and Calcutta prioe index 
numbers vary considerably. Only reoently an up-to-date all-India 
Index Number has been started by the Economic Adviser to the 
Government of India. 

1 he study of prices is very important from many points of view. 
They point out the prosperity of a community. They enable the 
Government to assess land revenue and slide it up and down. They 
reflect the expansion or contraction of currency and mould Govern¬ 
ment control policy. 

2. A historical review of prices. — Pre-Mutiny Time . Before 
and the construction of roads and railways in India prices were ruled 
by custom. There were severe fluctuations from year to year and 
place to place. As movements of commodities were difficult and 
costly, conditions of local production controlled prices. There 
might be plenty in one district while famine raged in an adjoining 
one. 

Price8 from to 1860 to 1893 . After the introduction of railways 
roads the isolation of tbe Indian village was gradually broken. 
Custom and statue prevailed in the rural areas while competition and 
contract ruled the big towns. India came in contact with the world 
through international trade and world factors began to influence 
Indian prices which rose slowly and the index number was 105 com¬ 
pared to 100 in 1873, the base year. 

1893-1913 . Rapid rise in prices : The Datta Price Enquiry 
Committee (1910). The slow rise in prices in the last decennium 
gathered pace now. Previously prices of foodstuffs had been high 
in famine years but had fallen in years of good monsoons. Now 
they rose steadily without a fall and “there were famine prices, 
without a famine.” Mr. Gokhale drew the attention of the Govern¬ 
ment to these abnormal conditions and attributed the rise in prices 
to the heavy coinage of rupees. Suoh a sudden inflation was bound 
to result in a general rise in prices. The Government, therefore, 
appointed Mr. K. L. Datta to make an enquiry into the causes 
of this abnormal rise in prices. The Committee reported in 1914 
and inferred that the rise in prices was due to (a) general world 
conditions and ( b) causes peouliar to India. 

Mr. Datta compared the rise in prices in India with that in 

some other countries and found that the rise was higher in India 

than elsewhere. 
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The rise in prices in the world was due to ( i) shortage in the 

SS8SHES&SS5&* 

Russo-Japanese and the Boer Wars. 

But the higher rise in prices in India, according to MnDatta 

could be ascribed to certain special causes such a9 ‘ " 

in production cf food grains, which the committee thought was 
due to untimely rains, substitution of non-food for food crops 
inferior land being brought under cultivation ; 

(«) an increased demand for staple commodities due to 
increase in population and improvement in standards , 

(in) development in the means of transport, both railways 
and steamships, and a fall in freights ; 

(iv) expansion of credit and banking. The Government did not 

agree with the view that the rise in prices was due to internal causes. 
They asserted that canal-irrigated area had practically doubted 

itself during these years ; therefore, theie could be no shortage in 

food crops. They ascribed the rise in prices to world factors and 
increased credit. 

As a matter of fact the rupee became a token coin in 1893. It 
was no more melted. In addition, the Government went on coining 
rupees freely. The total net addition of new ooinage oame to 
Rs. 100 crores from 1900 to 1908, and this was the main cause of 
the rise in prices-^the quantity theory of money proving itself. 

The World War, 1914 19 : Heavy rise in prices. Prices rose to 
unprecedented heights during the war years. The rise in prices 
during the war may be ascribed to the following reasons : 

(a) Increase in currency. The notes in circulation in India 
amounted to Rs. 237 crores in 1914, Rs. 265 croreB in 1916 and 
Rs. 362 crores in 1919. The Government having a monopoly of note- 
issue financed their war needs by ‘‘artificial creation of purohaaing 
power” and “watering the paper currency”. 1 The increase in 
currency was also due to the issue of Treasury Bills and war loans 
on the basis of which banks gave credit to customers. 

(b) Decrease in imports. Imports of manufactures could not 
be maintained at the pre-war level. The destruction oaused by war 
and the switching off of labour to the production of armaments 
made that impossible. 

(c) Increase in insurance and freight rates and insecurity on 
the sea. 

(d) Restrictions and controls over imports and exports laid by 
Government. 

The failure of rains in 1918-1919 and 1919-1920 aoeentuated 
rise in prioes whioh reached their highest level in 1920. 


1. Jathar and Bari : Indian Economics, Vol. II, p. 395. 
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Prices from 1920 to 1929. Downward Trend. Tibe world boom 

in prices was followed by the inevitably downward trend, which was 
farther 1 elped by the policy of “Deflation” adopted by all countries 
including India. Prices in India, the D. K.,the U.fc.A. and other 
countries moved downwards more or less parallel to each other but 
not very rapidly. 

Prices from 1929 to 1239. Great Depression of 1929*33. There was 
a collapse in Wall Street, in New Yoik, in 1929 which set the ball 
rolling towards a slide in prices. The monetary and non-mooetary 
causes of the slump in trade and the fall in prices have already 
been discussed. 1 India was in a more'difficult position. Her cur¬ 
rency was tied to the apron strings of the U. K. at the fixed rate of 
Is. 6d. to the rupee. A Is. 4d. ratio would have given India 12& 
per cent, advantage in prices and exports. In spite of a strong 
public opinion, the Government was adamant and stuck to the 
Is. 6d. ratio. The political disturbances in the. country also worked 
against stability. India was an agricultural country and she suffer¬ 
ed more because the prices of agricultural commodities fell more 
than those of manufactured goods. In 1931 prices actually fell 
below the 1914 level till they were lowest in 1934 when they were 
87 against ICO in 1913. Prices in manufacturing countries like the U.K. 
and the U.S. A. did not fall so low ; there they did not fall below 103. 

Effect of the fall in prices. Steep changes in prices are always 
attended with great evils. They cause great social injustice, upset con¬ 
tracts and bring about panic. The fall in prices made the position of 
the agriculturist in India extremely difficult. He forms the large ma¬ 
jority of the population. If he is unhappy the whole country is 
unhappy. During the depression his income fell, but the land 
revenue and irrigation chaiges he had to pay were the same. Land 
rents also, being on a contract basis, did not fall. The interest on 
money borrowed by him in the past could not change. <Hence he 
could not meet his obligations and his position grew steadily worse. 
In this respect the big zamindaf was no better off than his poor 


neighbour. • 

The trader found that he could not sell goods at a profit. His turn¬ 
over slackened as there was no customer for his goods. This, in turn, 
affected the manufacturer whose stock accumulated in the godowns 

And could not be disposed of at a profit. 

The fixed salaried class alone prospered but they form a very 

email proportion of the total population. 

Customs and excise duties, income-tax and railway earnings all 

fell off putting the Government in a most difficult situation Taxes 

were increased all round and cuts leyied on salaries. Exports 

from the country came to the rescue of the foreign exchange and 

eaved the credit of the Government abroad. 

After 1934 prices sta rted improving, except du ring 1937-38 when 

]. See chapter on India’s Trade. 
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fall of the Second World Wan 

r^r =£^ r:S 

Things settled down after some time and the soaring pnoes Qf 

to fall. Fifteen months after the declaration of wa , 

1940, prices were aotually lower than m December, 1059. 

With th6'advent of 1941, prices were once asrain on fh^ up¬ 
grade. The United Kingdom had now stepped into the Ind 

market for the purchase of goods. Her P^^^^^^Suced thl 

quantity of goods available and this naturally raised prices. 

December, 1941, saw Japan on the aide of the Axis Thm 
brought the war close to the shores of India. In 194-., the 
a heavy increase in the prices of all kinds of goods. By the 

worse, however, and in 1943 prices rocketed 'sky-high, bringing untold 
suffering and misery to the poorer classes in India. 

t | 

Calcutta was the worst sufferer in this respect, being nearest to 
the field of battle. Bombay tendencies were also the same though 
. the rise was not so great. One interesting thing was that in 
World War II prices of manufactured goods did not shoot ahead 
of primary commodities as they did in World War I. 

In the beginning, the Government of India made no efforts 
whatsoever to check prices. In fact they did not think it proper 
to do eo. They thought that both agriculturists and manufacturers 
had suffered greatly by the fall in prices during the slump years. 
Later in 1943 when the ruling prices were very high and conditions 
of inflation had established themselves the Government were com¬ 
pelled to put in efforts to control prices. By this time the food 
resources of Burma were lost to India. The food situation worsened 
and Bengal was struck down by a famine, “ which stands out as a 
great calamity even in an age too familiar in human suffering and 
death on a tragic scale. Famine on a catastrophic scale had indeed 
faded from memory and was regarded by many (in India) a9 a thing 
of the past. In 1943 an enemy generally thought to have been fin¬ 
ally vanquished reappeared in full strength and its victims thronged 
in their thousands the streets of the greatest city in Indih, Calcutta;” 1 
Hundreds of thousands died of the ao 2 ompanying epidemics of 
malaria, small-pox and ohdle'ra. But “ only one section of the com¬ 
munity suffered from starvation—the . poorer classes in the rural 
areas.*’ 2 As the prices rose higher the poor who had scanty reserves 
found themselves unable to purchase food grains. 


1 & 2. Woodhead— Famine Inquiry Commission Reports on Bengal,* Vol, 1. 
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Gradually a long series of remedies and control measures 
discussed below were adopted bv the Government of India to check 
the steep rise in prices, to regulate distribution and to reduce 
purchasing power by attracting idle money into Government loans. 
At long last the measures took effect and prices were checked in 
mid-flight. 


TABLE I 


Index No. of wholesale, prices. 
(Base—Week ended August 19, 1939=100.) 


Year. 

Agricultural 

commodities. 

Raw 

materials. 

Primary 

commodities. 

Manufactured 

articles. 

General 
indf x 

1939-40 

127*6 

118*8 

124*2 

131*6 

125*6 

1940-^1 

108 6 

120*6 

113 4 

119*8 

114-8 

1941-42 

124*2 

146 9 

1326 

154-6 

137-0 

1942-43 

166*2 

165*9 

166 0 

190 4 

171-0 

1943-44 

268 4 

186 0 

232-6 

251 7 

230 5 

1944-46 

266 4 

206*0 

24t‘ 6 

258 3 

244-2 

1945-46 

272 8 

210 1 

24^*4 

240 0 

246 0 

1946-47 

314 

235 

280 

259 

276 

lb47-48 

367 

264 

313 

288 

307 


The measures put into effect by the Government to achieve this 
comparative stability of prices after 1942-43 may be rapidly 
summed up as speeding up and collection of taxes, collection of the 
Excess Profits Tax (E. P. T.) on a quarterly instead of a yearly 
basiB, and eale of gold by the Reserve Bank of India on behalf of 
some of the Allied countries. The Cotton Cloth and Yarn Control 
Order, the Hoarding and Profiteering Prevention Ordinance, the 
loan programme of the Central and Provincial Governments and 
the Small Savings campaign in rural India also worked in the same 
direction. Local manufacturers were encouraged, import licences 
granted on a more liberal scale and more goods were released for 
civilian consumption. Food grains were imported into Bengal 
from Australia and from surplus provinces like the Punjab on a 
priority basis and reserves built up Rationing of food, cloth, sugar, 
etc, was introduced in the big cities and towns of India. In fact 
everything that could possibly be done to control prioes and 
distribute goods rationally was done from 1943 onwards, but after 
the harm had been done in Bengal. 

At last in the closing months of 1943 the corner was turned 
and the rapid flight of prices was checked for the time being. The 
all-India working class cost of living indices for some selected places 
like Bombay, Kanpur, Lahore, etc., also showed the same tendency. 

The end of the war in August 1945, however, did not relieve 
the strain on India’s economy. Capital goods in Indm had_been 
overworked and replacements were not available from abroad. There 
was great shortage of food grains and consumer goods, particularly 
textiles Labour costs were still swinging upwards. Hence 
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wholesale prices did not register a fall, but showed an inorea9e as is 
evident from the figures in Table I on page 476. 

When we compare the trend of prices in India during war and 
post-war years with prices in foreign countries we are at once struck 
with the great disparity. We see that India suffered the most of 
all in that the prices here reached the highest levels. It is a well- 
known fact that prices depend on the number of goods on sale and 
the quantity of money available. A comparative study of money- 
supply and prices tells us that the former increased in all countries, 
t.g., the U. K., the U.S.A. and Canada, but the greatest increase in 
prices ocourred in India. 

The cause of the higher rise in prices in India was the huge 

purchase of goods ma^e in India by the Allied Powers to prosecute 

the war. These purchases vastly increased in value in 194 i and 

resulted in unprecedented inflation. The millions in India went 

hungry and naked to supply the war front and got nothing but 

promises of future payment in the shape of sterling securities. There 

were huge increases in note circulation and demand deposits in other 

countries too, but the rise in prices was kept down by controls and 

rationing of essential goods. Indian controls were not so efficient 

therefore the rise in prices was greater in India than in other 

countries. The artificial factors engendered by the war have not 

disappeared yet. Adjustments expected to operate automatically 

when the war was over, have not done so. There is still a great 

dearth of consumer goods and food grains in India. In spite of trade 

conferences, trade barriers have not yet wholly disappeared nor have 

the defeated Axis countries and the war-devastated Allied countries 
yet been rehabilitated. 

Just after the war was over, there was an improvement in the 
overall supply position. There were larger imports of consumer’s 
goods from the U.K There was a gradual relation of 7o”Sn 
troops which reduced the demand of the Defence Services on 

Indian goods. Resides, some raw materials, stores and machinery 

7®, man «^ o tured goods were imported from abroad. Prices 
should have fallen, but supply of money went on increasing. Hence 
in spite of relief in these directions, prices oould be just maintained 

of wL*i r< T U8 ? eat ® leVel J The Adviser’s index number 

194445 16 PnCe8 averaged 245 in 1945-46 as against 244 in 


general level of prices in 


There was a rising trend in the 
1946-47 which gathered momentum in 1947-48 reaohimr tb« 

ssr “f-K— “ «"ss 

B». 285 ororea to Rs. 427 erores during the same perM of Ume. Th" 
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increased supply of money created inflationary conditions and 
pressed against limited supplies of goods resulting in soaring prices. 

(6) Although the war was over, Government revenue and 
capital budgets, especially the latter, had big deficits. They 
contributed to the rise in prices. 

(c) On top of these there was an overall decline in agricultural 
and industrial production. Estimated production of food grains 
in the Indian Union including Hyderabad, vhich bad averaged^ 

million tons from 1942 to 1946 dropped to 40 million tons in 1947 
and was no better than 41 million tons in 1948. This ne 
becomes all the more interesting by the side of a population 

increasing at the rate of about 50 lakhs a year. 

At the same time, the output of major industries, such as 
jute manufactures, cotton textiles, cement, paper, mate es an 
chemicals, indicated a fall in 1947-48 as compared with t e previcu 
year. This decline was due to the inadequacy of raw materials ana 
capital equipment, bottlenecks in transport and civil disturbances. 
Industrial unrest,- which affected almost every industry m the 
country, aggravated the trouble. The number of wor ing y 
due to these disputes was no less than 16’6 million man-days 

1947 and 8 million in 1948. 

(d) During 1948, India’s balance of trade grew steadily 

unfavourable, specially against hard currency area9 ’ “.V foreign 
imports of foodstuffs. To fill up the gap >n India^sforeign 

exchange payments, restrictions on imports of c ° n ® u 8 increa8e( j 
necessitated^ To make matters worse, salaries had to be ^creased 

and dearness allowances paid to m , eet ® r tbe people and 

This increased the purchasing power in the hands of P P 

further stimulated inflation. , - 

(e) At the end of 1947 the Government' 

commodities like food grams, P u, ® e .®'. ® ® , come ou t but this 

measure added « - 

economy and resulted in a further rise in prices. . 8 

The Economio Adviser’s index ^mber o^w^ P 1947> 

(General Purpose Series) which ha ^stood & maximum height of 

went up to 341 m March, 19 8. had rea ij ze d that it was a 

ZSJL ittSi ‘o h de^e, and de ; ra«on food ^nd cloth. 

vrsrjs? «- 3 ™ 

Maroh, 1949. _ . _ . _ Pre-war years. Fluctu- 

present ’rise’in price’.” 8 We sh“all .tndy all the causes, monetary 

and non-monetary, one by one. 
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(а) Inflation. Inflation has. been defined by a recent writer 
** to consist in an enormous rise in the circulation of currency or 
legal tender, particularly paper money, backed purely by Govern* 
reent securities, created generally to meet current budget deficit.” 
Fresh notes are issued without being needed for business or trade, 
This condition was present during war years. The expansion in 
notes in India during war years was the direct result of purchase of 
materials and services made by the British Government either 
for itself or on behalf of Allied countries. The British were so 
preoccupied with producing war requirements that they were not 
able to pay back India in commodities -hence the accumulation 
of vast sterling assets to the credit of India in London. These 
assets helped to cover British budget deficits and worked towards 
keeping down British prices. 

After the war was over, the sterling assets could not be 
released in sufficient ^mount to buy machinery and plant needed by 
India from dollar countries. Thus there was no fall in money 
supply. The disturbances in.Kashmir and Hyderabad resulted in 
added expenditure and aggravated the trouble which took such an 
acute form in 1948 that the Government were constrained to call 
in for consultation various individuals and groups competent to 
advise in the matter. The findings of the independent 
economists were the least prejudiced and deserve consideration. 
They ascribed the present inflationary tendencies to the following 
causes :— 

* • • • « . 

(i) Continuous increase, in Currency. In 1949, the total value 
of notes circulating in India came to Rs. 11,91 orores against 
Rs. 179 crores in 1939. In addition, total value of advanoes and 
bills discounted by scheduled banks was Rs. 444 crores against 
Rs. 126 crores in 1939. The general price index in March, 1949, 
reached the high level of 370 against 100 in August, 1939. 

• • g • • 

(ii) Continued budget deficits during war years and after at 
the Centre and most provinces. 

; (V*) Sudden ill-advised removal of controls on prices and 

distribution of goods. 

(iv) Increase in, active money due to conversion of capital into 

cash as a result of migration of population from Pakistan. 

; > . • . 

(v) Additions to money supply as a result of support given bv 
the Reserve Bank to Government Securities. 

1 (vi) Pressure on money made in the black market and of 
incbmes trying to evade taxes. 

I # m . 

(vii) Failure of Government borrowing and savings campaigns. 

(viii) Increase in salaries and dearness allowances. 

• • * 

(б) Scarcity of goods. All kinds of consumer goods, both 
imported and locally manufactured, are in short supply. 
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(i) Shortage of food suprly in India . India has not been self- 
sufficient in her food supply for some years. She was imp rfcing 1J 
to 2J million tons of rice from Burma, Malaya and Thailand. 1 The 
occupation "Jof these countries by Japan created a big gap in 
India’s food supply. Besides this loss, there was a decrease in the 
production of food grains in India itself. 

In spite of this net gap in India’s average food supply, she had 
to expert food grains to Iraq, the Bahreins, Ceylon and South 
Africa, 2 thus enlarging the deficit in food in Bengal and Bombay, 
and creating famine conditions there. This deficiencv has since 
been aggravated due to the partition of the country due to which 
the canal colonies in the Punjab and Sind went over to Pakistan. 

(iil Shortage cf imported manufactured goods . There was a great 
fall in the value of India’s sea-borne trade in the third full fiscal 


Quantum of imports 
Deciease rer cent 
Price level 




1942-43 
37-6 
—49*3 
192*9 


year of the war. This fall was greater in respect of her imports. 
TLe following comparative indices for the quantum and price level 
of imports from 1940 to 1943 are interesting. 

TABLE II* 

Quantum of Imports 

(Base: 1938-39=100) 

1940-41 1941-42 

81*3 74*2 

— 20*3 —8 3 

126*7 153*4 

The figures show that imports of foreign cot f “? d ^ ieB T f ®!J 

extreme fall accentuated the problem and made consumer goods 

etill more B °^ o g ^ gQodg manu f ac i ur ed in India. A very large 
portion of production in India was diverted to war P^^oses Sted, 

paper, testLs, leather goods rubber and tea 

for the n.e of Indian,. An ide.of thehnge fcre.rnpnrohaae. can 

of Rupee* 


1UT LUt? UOC kjx -- ~ r T _ j- 

be had from the sterling assets to the credit of India. 


1 . 


2 . 


3. 


Sterling assets held by the Reserve Bank, August 
Sterling purchased by the Reserve Bank to end of 
Sterling payments made by His Majesty’s Govern- 

ment "* *" Total Rb. 


64 

644 

1,292 

2,000 


(c) Speculation and Boarding. s pecu 1 ation p^ay8 It ^ 

part in the fluctuation of prices e T en . di “ ar [i y but in war 
Bupposed to help in the adjus tmentof pneesordroarny,-___ 

1. Indian Trade Journal ; Summary of Crop 

2. Annual Report for Currency and Finance, 


3. 

4. 


The United Kingdom Commeroiai Corporation, 
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times tJbere is a glut ot' it. It thus keeps back essential commodities 
from the consumer in the hope of further rise in prices. - 

Nimenyi rightly calls the speculator the hoarder and the gambler, 
“public enemy number one.*’ 1 Whether the hoarding is done by 
provincial governments, baniyas, banks or zamindars, the action is 
equally criminal and amounts to blood sucking of innocent people, 
says Mr. Nimenyi. “What about these cold-blooded gamblers who 
openly pride themselves to have cjrnered markets successfully 
and'boast to have made crores out of nothing ?” 2 Speculation on 
margin was greatly responsible for the rise in prices in India in the 

days of war. . ** 

(d) In a period of war, the psychology of the man in the 
street changes. Not only the speculator and the primary grower 
stimulate the increase in prices, but the ordinary consumer too, if 
he is not a mere day. to-day purchaser of necessaries, lays in stocks 
as far as he can afford them and innocently gives a further upward 
push to prices and this is what happened in India in 1943. 

(c) Transport difficulties and maldistribution of goods , The 
movement of army personnel and equipment made tremendous 
demands on railways. The carriage of coal by rail, previously large* 
ly done. by' sea, laid an added strain on railways. The reduced 
supply of petrol, rubber tyres and motor lorries severely handicap¬ 
ped road traffic. It was, therefore, not possible to convey essential 
commodities from surplus to deficit area3 in sufficient quantities. 
In addition, full co-opera ion was not given by different provinces 
and the Central Government had yet to gain experience of thorough 
co-ordination. As a result hoarding, profiteering and speculation 
ruled. 

(/) Failure of Government Controls . All warring nations— 
totalitarian and democratic—put a “Blanket Control" on prices. 8 
The object was to make prices insensitive to additional currency 
needed for war finance. War loans were initiated to absorb the 
redundant money. 

It was not desirable to restriot agricultural prices in India in 
the early days of the war. 4 The Indian peasant had suffered severely 
from depressed prices after 1929 and he was to be allowed to 
recoup losses. In the last quarter of 1941, Government fixed 
wholesale prices of wheat in the mandis in the Punjab and also 
appointed a Wheat Commissioner. Prices of cloth and yarn also 
shot up. In 1942, three Price Control Conferences were held, but 
extension of control to all commodities was not thought of. Due 
to lack of strict physical control over commodities a black market 
developed and wheat and other essential necessaries went into 



1. L. Nimenyi -War and Prices, p. 43. 

2. Ibid. p. 43. * 

, U K. introduced full price control in July 1941, Canada in Nov¬ 

ember 1941, and the U.S.A. in April 1942. Blanket control signifies the 

th f°t a ° f max,milin P rloes and takin g Steps to smother the rise, if any, in 


4. Second Prioe Control Conference, January 1940. 
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hiding. Wheat had to be decontrolled in 1942. 1 Sugar, l^rosen© 
and petrol were also controlled and they developed high prices in 
the black market. In 1943, the Government controlled doth and 
yarn, and started a scheme of sale of “Standard Cloth’’ to the 
poor all over India at fixed prices. 

The Central Government did not achieve a brilliant success in 

their control policy in the early stages mainly because their methods 
were haphazard and unco-ordinated. They fixed prices but did not 
control the supply of commodities nor did they have recourse to 
rationing of essential commodities. 

5. Effects of the rise in prices. Rising prices do not 
have the same effect on all persons. The smaller the income and 
the larger the family, the greater is the hardship. People with bigger 
incomes have to sacrifice only luxuries and comforts while the 
poor have to part with necessaries. In India the majority of 
people being poor, the suffering was accordingly greater. The Cost 
of Living Indices for working classes in some towns of India given 
below give an idea of the higher cost of living. 

TABi-iE III. 


5945 

1946 

1947 

1948 


Base 

1934 = 100 
B 3m bay 

235 

259 

270 

303 


Working Class—Cost of Living 

August 1939 
=100 
Nagpur 

269 

286 

320 

372 


August, 1939 
= 100 
Kanpur 

308 

329 

378 


Ia71 

1948 303 372 ^ 471 

Inequalities in income are greatly aggravated by the rise in 
prices. Let us discuss the effects of this rise on different activities 

and classes in India in detail. 

1 Effects on Productior. When prices are low a certain 
amount of rise encourages production but a steady and steep rise in 
prices results in a continuous rise in the cost of production. As a 
result demand declines after a certain stage. Thus it is seen that 
production has declined in India resulting in a crisis. 

Inflation creates a false idea of prosperity. Eachrupe ®^ 

are heavy. More money does not bring greater economio welfare. 

Inflation creates big contrasts of wealth and poverty. On y a 
few are prosperous, most of the peop’e are not happy. 

2 Effects on Labour. Due to a rise in prices and a higher 

coat of living the labourers are 68^1947-48 aa"with 
lUOhi August, 193 9. Dearness allowances are gi ven to keep labou rer 

l7 This is tho usual argurar nt 8dvDn . ce ^®^ the 

riA of Wheat should 

have been appropriated and rationed at the fixed price. 
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contented but they quickly become inadequate due to the rising 
spiral of prices. There is great unrest resulting in disputes and 

strikes. 

The position of agricultural labourers, in so far a9 they are not 
paid in kind, deteriorates. Their wages do not rise in proportion 
to the rise in prioes. 

3. Effects on middle-class people. They form the backbone 
of society, and are generally educated. Mo9t of them are employees 
either under Government or in business offices. Thus their incomes 
are fixed. • They are the worst sufferers when prices rise. 
They are compelled to reduce their standard of Jiving as they 
have not got much savings to fall baok upon. A large percen¬ 
tage of their income is spent on clothing their families. This expense 
must be kept up for the sake of appearances, at the cost of their 
diet, which suffers in quality. Even their savings and provident 
funds proceeds deteriorate in value, thus they are the worst hit. 
An intelligent Government must tackle their difficulties thorough¬ 
ly, for out of them are born leaders who may prove dangerous to 
any stable Government. 

4. Effects orl hoarding and black-marketing. Rising prioes 
always stimulate hoarding of all sorts of commodities including food¬ 
stuffs. Producers, traders and consumers all try to hoard. Some 
hoard for better prices and indulge in blaok-marketing, others board 
because they are afraid of higher prices and black-marketing. 
Government tries to ourb these unsocial activities but their efforts 
are ineffective so long as inflation lasts. 

We may conolude then that the industrialist, the speculator, 
the trader, the contractor, the business man, all generally profit 
enormously from rising prices. They suffer only if Government 
successfully controls their operations and taxes their gains. 

6. Remedies. (a) During war •years. The Government of 
India at last realized the seriousness of the situation. They took 
a wide range of remedial action a9 the year 1943 advanced, both 
on the side of reducing the money supply in the country and of 
increasing goods and distributing them better. The various steps 
may thus be epitomized :— 

(i) One effective method to curb prices from rising further is to 
stop expansion of currency. If more and more money is put in 
circulation and strong controls are not applied to make it ineffective, 
prices are bound to rise in a spiral curve. The pace of British 
purchases in India was at its maximum in 1943 and correspondingly 
so was note circulation. After that the additional notes putin 
circulation by the Reserve Bank of India were at a slower speed. 

(ii) The second remedy is to reduce the current money in 

circulation, i.e., to deflate. This is always a painful business but 
it can be achieved in the following ways •_ 

(1) Taxation. Taxation had already greatly increased in India 
but more had to be imposed. The Indian economists in their 
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manifesto suggested, “Taxation, in our opinion, should be raised to 
the highest practicable pitch, adjusted to shoulders that can bear it.” 

The arrears of the Excess Profits Tax amounted to Rs. 100 
crores in May, 1943. An Ordinance was passed to realize them. 
Sales of income-tax certificates, in advance of the payment of the 
tax, further helped matters. 

(2) Compulsory Savings Schemes . Such schemes oould be 
initiated to compel the zamindar, who was better off, to save more. 
Some provincial Governments decided to appoint canvassers in each 
district to induce people to buy defence B mds and Certificates and 
thus withdraw about Rs. 10 crores from circulation. 

(3) Dearness allowances and higher wages were granted. This 
was bad in principle as they only helped inflation and further raised 
prices. Instead, employers, including Government, should have 
retrenched in every direction and opened depots for sale of essen¬ 
tial commodities to their employees at reasonable rates. Rationing 
should have been adopted. 

(4) Government efforts at borrowing in India did not meet 
with sufficient success. This was due to lack of confidence in the 
Government and to the presence of more attractive avenues of in¬ 
vestment from the point of view of returns. Confidence was later 
largely restored due to Allied successes. But until other forms of 
investment were made less paying, Government loans could not have 

been heavily subscribed to. 

In fact, all possible measures to put a stop to high profits, 
wages, dividends and bonuses should have been quickly put in train. 

(Hi) Check on speculation. Hedge contracts in cotton were 
banned. Dealings in futures in wheat and other primary commodi 
ties on Produce Exchanges were also prohibited. Forward dealings 
on margin basis on the bullion market were restrained by a ban on 
forward dealings in gold and silver. All possible measures were 
gradually adopted to put trade on a cash basis to control the 

speculative element in prices. 

A Capital Issues Control Order was passed to prevent the 
growth of mushroom companies. Ab time went on,, gaps discovered 
were filled in and Government regulations strictly enforced. 


u v \ Price Controls. Partial control is worse than no control. 
It results in black markets by driving the commodity controlled un¬ 
derground. The Government fixed the price of wheat in the Punjab 
in 5)42 without controlling its supply and failed, ^hat was needed 
for success was “a blanket control of all prices, ‘ *.e, faxing a ceilmg 
to prices as well as acquiring physical control over it. Only te 

1. Manifesto by Indian Economists. 
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a policy of its own. The problem of food supply in India should 
have been treated as one single problem. A comprehensive policy 
of co-ordination from the Centre was the only way to solve it. Later 
on, experience already gained from the control and distribution of 
6Ugar, tea, etc., helped the Government in a solution of the 
urgent problem of food with growing success. 

( v) Transport. The main probletp in India was not only that 
of deficit in food but also its proper distribution. Quick and cheap 
transport of commodities equalizes prices Steady and equitable rate 
all over the country discourage hoarding for higher prices. All possi¬ 
ble efforts, therefore, were made to grant priorities to movements 
of food. In spite of all efforts, however, railways could not 
possibly do all that was needed of them. 

(vi) Increased production. Mr. G. D. Birla, a business mag¬ 
nate, was of the opinion that prices could be brought down with an 
increased production of commodities. The supply of agricultural 
products is comparatively ine’astic and that of jnanufaetured goods, 
too, is limited by the supply of machinery and tools. An increase 
in commodity supply can, to say the least, be limited and caonot 
keep pace with expanding money. Hence, while making all possible 
efforts to increase the production of essential commodities, the 
monetary side should not have! been neglected. 

To increase the growth of food crops in India, imports of ferti¬ 
lizers from the U.S.A., and American experts to train Indian culti¬ 
vators in scientific methods of farming and animal husbandry were 
suggested. Suitable Indians could also be deputed to study foreign 
methods in actual practice. 

The area under food and non-food crops needed to be planned 
and controlled. Mere propaganda campaigns like the "Grow More 
Food,” "Use Less Cloth,” "Travel When You Must” either achieved 
nothing or overshot the mark. What was needed was a thorough 
Centralized plan, carefully supervised and strictly regulated and 
that was not possible with .an alien government at the helm of 
affairs. 

The war was over, but prices still went on rising. As noted 
previously, the Government grew highly perturbed in 1948 and con¬ 
sulted different bodies including independent economists. They 
suggested the following remedies :— J 

(A) Fiscal measures (I) Expenditure. There should be vigorous 

retrenchment. Unnecessary staff both at the Centre and in the 
Provinces should be dispensed with. Economy Committees should be 
set to work. Even expenditure on social, educational and welfare 
activities should be ourtailed and only so muoh allowed as oan be 
met out of current revenues. No grants should be made to Provinces 
unless absolutely essential and the Central budget balanced. Defence 

f wnwL *?! scrutinized and cut wherever possible. The refund 
ol E.P.T should be postponed and all expenditure which is not 
immediately productive should be withheld. In this connection it 
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would be wise to postpone prohibition programmes and Zamindari 
abolition. Even capital expenditure should be met out of genuine 
borrowing. In fact, not a pie should be spent unnecessarily. 

(ii) Taxation. Steps should be taken to realize the whole of 
the evaded income tax* A graduated surcharge of income-tax 
should be levied on all incomes above Rs. 6,000. [Business profits 
tax should be raised to 25%. Steeply graduated death duties are 
recommended. Income-tax on agricultural incomes and surcharge 
on higher limits of land revenue should be introduced everywhere. 

(iii) Borrowing . Six-monthly and yearly Treasury Bills at 
slightly higher rates of interest would be useful. Small savings 
should be encouraged as well as Bonds and Certificates carrying 
higher rates of interest. The Mahatma Gandhi Memorial Fund 
should be kept intact for the time being. 

( B) Monetary Measures. The total value of notes issued by 
the Reserve Bank should be limited to the existing amount with a 
margin of discretion to meet genuine variations in seasonal demands. 
All banks should be required to hold Government securities to the 
extent of 25% of their total demand liabilities. 


(C) Control Capital issues for industrial enterprises should be 
made as free as possible, banking companies and investment trusts 
should be carefully scrutinized. Imports of essential consumer goods 
should be given preference and as large as possible But the imports 
of non essential goods should not be allowed. Export controls should 
be exercised with a view to implementing bilateral trade agreements 
required for seouring imports of essential goods. 

It is essential to freeze all personal incomes such as wages, 
sauries, and dividend above a certain fixed minin um. Undistributed 
profits shou’d be invested in one or two-year certificates. 

The Government must accept the responsibility of preventing 
pricf s of focd grains from exceeding fixed ceiling prices. In urban 
and industrial areas, food grains should be distributed through 
ration shops. Steps should be taken for compulsory procurement of 
food grains and importing them from abroad. 

Control and distribution of cloth and yarn, paper, vanaspati, 
steel, cement, coal, etc., should be reintroduced. 


{D) Ptodudion. A programn e of production targets should be 
laid down for each major industry. Small scale and cottage 
industries should be fully developed. 

Some of the above recommendations have been taken up, while 
others are being implemented gradually. 


7. Price Control and Rationing The man in the street in 
India supposed that with the cessation of hostilities in the world, 
the control on prices and the rationing of necessaries would automa¬ 
tically come to an end. His expectations were belied. The war.was 
over but the controls continued. The reasons are obvious. Machinery 
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in Indian factories was greatly worn out due to double shift 
working during the war. New machinery was not available either 
from England or the U.S A. The former was equipping her own 
factories for a spate of consumer goods to be exported abroad. Suoh 
exports were urgently needed to correct her debt-ridden econo ny. 
The latter (U.S.A.) would not supply capital goods to India on credit 
nor did the British exchange India’s sterling assets into dollars to 
buy them from the U.S.A. Thus sufficient imports of required 
machinery were not possible. On the other hand, there were large 
numbers of people in India simply lousy with money and prepared 
to spend it on goods which they could not buy during war time. 
Thirdly, there were vested interests whioh refused to release what 
they bad. It is reasonable to oonclude that controls would stay for 
a long period in suoh circumstances. 


Price Controls in India. The common experience in India has 
been that the moment anything is controlled, it simply disappears 
from the open market. It then makes its appearanoe in the black 
ma.iket and is sold at inordinately high rates. The Government of 
India had no experience of price controls and were caught unawares 

by the advance of Japan in the East. The prioes rose steeply and 

the Government tried to meet the situation by half measures. Be¬ 
sides, the E.P.T. had been imposed to win for the Government its 
share of the wealth won by the black marketer from the consumer 
the Government control was, therefore, lax The controlling staff 
was far from vigilant. It was also oorrupt Very few case? of breach 
ot law were detected and those that went to court usually failed If 

a .5“?* part1 ?? did ha PP en to be convicted, the punishments 
awarded were ridiculously low. In faot it was not realized that the 

IShlS 7“‘ he enemy of the people and deserved condign 
punishment for his sins. Nor did the puolio co oper ite with the 

Government. The consumers hoarded and the dealers created arti¬ 
th?t ;j^ perie . nc ! d - The greatest fault of the Government^ in 
»ndI no.‘supplies When nltimatel/l'St J 

market fhjurialwd". meaSUreS reSU '* ed in oh “° 3 “" d ■ ™rr/bX 


Resources are limited in everv country, more so in TnAi* u 

tssst sxx f, i r m r : 
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When supplies are uncertain and insufficient, rationing is all the 
more essential. This was what happened to food supplies in India 
when Burma was occupied by the Japanese. The surplus provinces, 
like the Punjab, objected to being rationed. But as Mr. Kirby, the 
Rationing Adviser to the Government of India, said, “Could a sur¬ 
plus food grain producing area today fce in that fortunate position 
always V 9 The problem had to be viewed for the country as a 
whole. India was a single Centrally ^administered unit. If the 
United Provinces refused to give sugar, the Punjab her wheat, Ben¬ 
gal her jute, and Bombay her cotton textiles it would lead to ; chaos 
and disorder. The U.N.R.R.A. (United Nations Belief and Reha¬ 
bilitation Administration) could not be exuected to help India if all 
possible economies had not been carried out within the country 
and all resources properly mobilized. 


The best way of rationing is to look on all people, rich and poor, 
ftB equal and to allow no discrimination whatsoever. This would 
avoid long queues, save time, discourage black markets and eschew 
much heart-burning. The special permit system, which resulted in 
so much corruption in the distribution of cloth in India, should be 
utilized only in the case of rare commodities which are not in uni¬ 
versal demand or are too expensive for the common man. 


Rationing of one commodity, as a matter of course, leads to the 
rationing of others. Money saved in one direction, say cloth, will 
be released for buying other goods, and to avoid a steep rise in their 
prices the State would be ultimately compelled to ration those other 
goods as well. Further rationing involves a complete control over 
supply of goods and sometimes a monopoly procurement at the 
origin. Once the State starts rationing it must honour the ration 
cards. At the start the Government of India made mistakes due to 
ignorance and negligence. They had no experience and mo trame 
personnel. Experts could not be creattd to order. There was muc 
bullying, a great deal of red-tapism and corruption on a soa 

This naturally disgusted both the honest business man an e con¬ 
sumer. A proper organization builds mp public confidence. ® ,, 
that rationing of food avoids waste. Every one feels that heshould 

economize. There is a feeling that food is valuable an s 
saved. Large parties are given up; courses at major . 
restaurants and hotels are prescribed ; while numbers a * 

and other social functions are limited. All this resu si 
food. Rationing avoids long queues, reduces Vack-marketing 

makes the best of meagre resources. It compels peop rationing 

and thus neutralizes inflation. Ib is due to successful rationing 

alone that prices have not risen to such heights in the we • 

Rationing, therefore, should have been owjttaucd “ “ 

there was not enough food, cloth and other 8 00 £ produoed 

the country. It did not matter whether these ^8 were prouuoea 

in India or imported from abroad. But t e They fondly 

adopted a policy of decontrol in December, 1947. I hey lonu y 
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hoped that goods which had gone into hiding would come out in the 
open market and scarcities would disappear. They vainly appealed 
to the spiritual and patriotic instincts of businessmen and advised 
them to keep the prices low. They were mortified to see prices 
shoot up rapidly so much so that the general price index number 
soared up to 3? in July, 1948, against 298 in July and 302 in 
November 1947. 

The Government revised their policy and introduced controls in 
food grains and cloth again to secure their distribution at reasonable 
prices. Ration ng in sugdr was not reintroduced, but steps were 
taken to reduce its price. Measures were adopted to secure better 
distribution of essential commodities like kerosene, iron and steel 
and cement. Prices of cloth were controlled at a higher level but 
a certain quota of Iadian mill cloth as well as the whole of foreign 
imported cloth was left to be sold freely without permits. As a 
consequence of these various steps prices s^art d falling af'er July, 
1948, and the general price index in March, 1948, has come down 
to 370. 
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CHAPTER XXVIII 

CURRENCY AND EXCHANGE 

1835-1925 

l Introduction. To understand properly the present currenoy 
position in India it is necessary to trace briefly the Indian c" rre "°y 
history for the last hundred years. During this time India has had 
experience of silver standard, a gold exchange standard, a gold 
bullion standard, and a sterling exchange standard. Throughout 
the period, there has been an undercurrent of demand on the part 
of Indian opinion, sometimes also supported by high Government 
officials for ? a full-fledged gold standard with gold coins circulating 
as currency. This ideal still remains to be realized, but its poMibi- 
Sties now are intimately bound up with the recent international 

currency developments. 

2 Establishment of Silver Standard (1835). The Bilver 

mono-metalHsm ... established in India by the Cunency A* o{ 
i ooc Before that date, the silver rupee and gold mohur were 

current in Northern India since Akbar’s time and in the Sout, 
was the principal currency. In addition, there was a bewildering 

variety (^ coins^urrent the'scene.* 6 C And Tt was their 

l“ir. for a uniform Lreney system in the interest, of trade that 
culminated in the passing of the Act ot 1X65. 

Under the silver standard, any one could take silver to the mint 

of charg , d ’ f 1835 a ’ uthor ; ze d the coinage of gold coins if 
66 d • J hv the nublio • and a notification of 1841 authored public 

treasuries freely to receive gold co ™ “"blic dues. This 

value, *. e., at the rate of • ^ when large quantities of gold 

M be ? n to aocnmu^ta - ^riC ^pTTo" tha polity of silver 

spite of agitation, now and again In favour of a 
cold currenoy, up to the year 1893. 

8 3 . Breakdown of the SUver 

arise in the working of the stiver standard aft time The 

fall in the gold P"® e ° f freelv minted, its value (rate of 

of gold (or sterling) fell withtheMoUhegold 

— g ° ,d md ° f 
vorying weight* and llneneas were current. 
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value of silver. The price of silver fell from 53d per oz., average of 
five years ending 1880, to 39i. per oz. in 1893 ; and correspondingly 
the rate of exchange fell during the same period, from 20 5d. to a 
rupee to 14 9 d. 


The fall in the gold price of silver was due parti/ to the greater 
supply of, and contraction in the demand for, silver and pvrtiy to 
the smaller production of gold, on the one hand, and the gee iter 
demand for this metal on account of substitution of gold currency 


in place of silver by a large number 


other. 


. The consequences of the fall in the value of silver were serious. 
It paid people to purchase silver cheap and get it coined into rupees 
from the mints. This led to a general rise in prices, due to the 
increase in the amount of money in circulation. The import trade 
also suffered, beoause more silver rupees ware required to pay for 
imports of a given value in sterling. The trade in general, including 
exports, was also unfavourably affected due to the element of un¬ 
certainty regarding the rate of exchange. Moreover, the European 
officials in India demanded allowances to make up for the loss they 
suffered in meeting their sterling obligations in England. But the 
greatest problem that arose was in connection with the payment 
of what are called “Home Charges.” These are, as we hare seen, 
payments made by India in the United Kingdom to meet salaries 
and pensions of British officers in Indian service there, her 
obligations in connection with interest on sterling debt, prices of 
stores purchased, and shipping services rendered to India. The 
fluctuating exchange introduced considerable amount of uncertainty 
in budgeting for .the Home Charges, besides increasing their 
burden in terms of rupees. As the Finance Member of the time 
pointed out, a fall of one penny in exchange would have meant a 
deficit of three crores of rupees iu the budget 2 while a rise of one 
penny would have led to a surplus. 


Something had to be done. The Government referred the 
matter to a committee under the chairmanship of Lord Hersohell. 
The Committee reported in 1893 and reoommended the closing of 
the mints to the free coinage of both gold and silver. This wa^ 

do ™ by J; h VCoinage Act of 1893, and the silver standard was 
ended, lhe Committee also recommended that the rate of exchange 
should be provisionally fixed at Is. 4 d. • 

\ Towards a Gold Standard. But what system was to take 
the place of the silver standard ? The HerscheU Committee had 
proposed that the closing of the mints against the free coinage ol 
silver should be accompanied by an announcement that, thouch 
closed to the public, they will be used by the Government for the 
coinage of rupees in exchange for gold, at a ratio to be then fixed, 

Italy)!' ° ermany aad th9 Lafcia Uuion (France, SwitzerlandTh^h^^ 
2. Hersohell Committee Report, para.*5. 
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say at Is. 4 d. per rupee ; and that at the Government treasuries 
gold will be received in satisfaction of public dues at the same 
rates.” 1 Along with Act VIII of 1893, therefore, three notifications 
were issued (Nos. 26-2 4 of 26th June, 1893), by which arrangements 
were made to gire effect to these recommendations. 

As there was redundancy of rupee, it was some time before its 
value came up to Is. 4 i. The Indian exchange fell to Is. 31/32ci. 
on January 2:1, 189 after which date it rose steadily till in January 
1898, it reached the legal ratio of Is. 4i. 

In 1898, an Act was passed which authorized the issue of 
currency notes against gold received in England by the Secretary 
of State at the rate of one rupee per 7*53344 grains of fine gold, 
plus the cost of shipping gold to India. This gold was to be kept 

in the Bank of England .earmarked as a parr, of the Indian Faper 

Currency Reserve. The Secretary of State under a notihcauon 
(January 21, 1898) announced his readiness to sell telegraphic 

transfers on Calcutta, Bombay and .Madras, at a rate not exceeding 

Is. 4*15/32d. per rupee. 

“The object of the cuirencv reforms of the .893-98 was (l) to 
prevent a further fall in the gold value of the rupee, (n) to famili¬ 
arize the people of India with the use of gold without forcing it 
upon them, and (iii) to stabilize the rupee sterling ratio at Is. 4rf. 
per rupee. Obviously these measures were both experimental and 
transitional. The ultimate aim was the introduction of a gold 
standard with gold coins and rupees in concurrent circulation at 
a fixed ratio, the rupee being reduced to the status of full legal tender 

token money.” 2 

When the actual rate of exchange, therefore, reached the 
noint fixed bv law in January 1898, the Government of India asked 
th- Secretary of State to terminate the period of transition, and 
submitted a scheme for the introduction of a gold standard. It 
Teas to examine this scheme that a committee was appointed under 

Sir Henry Fowler in April, 1898. ,v or 

Fowler Committee. The Committee considered some other 

braves 1 .. rMi & 

Client in their favour and that orthodox opinion wa. against them. 


>; Jw-* Mia, Vol. II. p. 2.9, 
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In the place of these schemes, the Committee favoured the 
ultimate establishment in India of a gold standard with gold 
currency ; and to this end they proposed (i) that the British 
sovereigns and half-sovereigns should be made legal tender and 
current coins in India ; fii) that the Indian mints should be thrown 
open to the unrestricted coinage of gold into sovereigns as ; in the 
three Australian branches of the Royal Mint ; (iii) that the rate of 
exchange should be permanently, fited at is. 4 d ; (iv; that rupees 
should be of restricted coinage and ua'imited lejal tender and 
should not oe legally converted into gold, i.e. for intern ti purposes ; 
(v) that gold from the reserves should be freely available in exchange 
for rupees whenever the rate of exchange tended to fall below the 
gold expo/t point ; (vi) that coining of fresh rupees should not be 
undertaken till such time as gold in actual circulation tended to 
rise above reasonable proportions ; finally (vii) that the profits 

of rupee coinage should be kept aside as a special reserve called the 
Gold Standard Reserve. 


5. The Evolution of the Gold Exchange Standard The 

Government accepted all these proposals and started taking measures 
to implement them. The sovereign and half sovereign were made 
legal tender throughout India at Its. 15 to the £. Active steps were 
taken to open a mint for the coinage of gold in ndia, but the 
scheme had to be dropped in J902 mainly because the British 
Treasury had raised technical difficulties. 1 he Go’d Standard 
Reserve came into existence iu 1900 out of the profits of rupee 
comage when it was resumed that year for the first ti ne singe 1893. 

For implementing the recommendations of the Fo wler Committee 
the currency offices were instructed to pass on sovereigns to the 
public as far as possible. The raault*, however, were unsatisfactory 
Ibe sovereigns and currency notes went to a discount as against 
t e rupees, special demands for rupees owing to famine conditions 
and the inadequacy ot the supplies of the favourite circulating me¬ 
dium combined to aggravate the general monetary stringency/’ 1 

Il . w “ f U8 tbafc the Government had to resume coinage of 
rupees in 1900 on a considerable scale. This led to a recourse tf the 

London s.lver market. The Act of 189S was extended for a neriod 
i t ^r n, *,;^i lheadd,tIon ° f a pro ™ ioQ authorizing the 

^ London branch 

cci^rr^r s,: f i3t s „ of ru r - 

to keep the gold locked up in a spooin! cLtTld.a Z 

Sy of ®-f d —‘- «•» should bo remitted to London and 

useful in London where it wan'd have to L L\Y be more 

gency ar »e. The prohts of com **Zco TmftteJ 'T' 

and put in a r eserve called the G ,ld Standard Reserve. ° L ° ndon 

1. Obamberlaiu Cona missiorTliepart7~para^6.-—-- 
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Thus were created Gold Standard Reserve and Paper Currency 
Reserve (London branoh) in London. 

In 1906 an Indian branoh of the Gold Standard Reserve was 
created which was to be kept in the form of rupee ooina. This was 
necessitated for meeting the demand for rupees at a short notioe 
and was to be used to prevent the rate of exohange going to a 
premium over la. 4 d. This was created by holding the profits in 
the coinage of rupees in the Reserve in the form of rupees in India 
instead of converting them into sterling held in London. It was 
then that the name Gold Standard Reserve was applied to these 
two branches of the Reserve for the first time—one in India in the 
form of silver rupees and the other in London in the form of 
sterling securities. 

Upper Specie Point Fixzi. In the meantime another develop¬ 
ment had taken place. The practice of shipping gold from India 
to London (from the Paper Currency Reserve in India to the 
Reserves in London) was found to be needlessly expensive. This 
expense could be saved by the extension of the praotice of receiving 
gold in London in exohauge for rupees in India. In 1904, the Secre¬ 
tary of State, therefore, announced his willingness to sell Council 
Drafts ^called Council Bills) without limit at la. 4£<2.—the gold 
export point from London. Meanwhile silver was purchased in 
London out of these proceeds and sent to India to be coined into 
rupees. Some gold, however, still continued to come to India from 
Egypt and Australia, and had to be shipped to London time and 
again. To avoid this expense also, in 1905 it was deoided to 
offer telegraphio transfers against sovereigns in transit from Egypt 
or Australia to India. 

Thus it was that the upper limit of the fluctuations of the 
rupee-sterling exchange gob fixed at la. 4The • exchange could 
not rise above this point as long as the Secretary of State was 
willing to sell Council Bills at that price. The exohange, however, 
fell below the gold export point from India. But normally, 
India’s balance of trade being favourable, suoh a contingency was 
regarded as extremely remote. 

Lower Specie Point b'ixed. This pontingenoy, however, arose 
In 1907. “The partial failure of the summer monsoon in 1907, 
and the general monetary stringency all over the world which 
accompanied the Amerioan financial orisis in the autumn of 1907, 
caused the Indian exohange to beoome very weak. It fell to as low as 
la 3-23/32J. on 23rd November. The exchange did not improve 
until the Indian Government agreed to sell telegraphic transfers 
end later sterling bills on London the price of which was ultimately 
fixed at la. 3 29/32d. the gold export point from India, In all, 
over £ 8 million were withdrawn from the Gold Standard Reserve 
to meet these bills (later called Reverse Councils) 

The net result of all these measures—forced on the Government 
bv oiroumstanoes—was the emergence of a system usually desoribed 
»s the Gold Exohange Standard and not the system originally aimed 



CURRENCY AND EXCHANGE 495 


at and recommended by the Fowler Committee i.e. 9 gold standard 

with currency. 

6* Main Features* The main features of the new system 
were :— 

(1) The internal currency consisted of the rupee which, though 

a token coin, was also the standard of value ; the notes (issued 

by the Government) ; and small subsidiary coins whioh were legal 

tender. There were also in circulation sovereigns in a limited 
quantity. 

(2) The rupee was convertible into gold only for external 
purposes at the rate of 1 6d. to a rupee. 

{3) The sterling (gold) value of the rupee was regulated 

between 1* . (the upper specie point) and la. 3'29/32d (the lower 

specie point) through sale of Council Bills and Reverse Council Bills 
respectively. 


l ° k thl8 8yst ® m two reserves were maintained, one in 
India mainly in rupees and the other in London in sterling. The 

Indian reserve was constituted by (i) the Indian portion of the 
ReSerTe“"nd°L?i e th FV ? 5 (m) th u 8 , ilver branch of the GoId Stan dard 

° f „ (a J S" London Bracch tSe Paper 

exchange in the case of necessity. support ot 

the Great wlrTlS , 1*.'h° ,00tbIy until it broke down during 

il bad received thl 

... 7 ippota“ 1 'a™? Chamberlain Cnmmission 

S*35 £ .>uggeat t “?e°a ,8 lr° , | t1:™en7 T°be 

™ y ,rr/ ‘XkiKntti 0 : ‘- hat ;, he 5“ «SSS. *sisa 

had no objection in principleTo^fnH 8 absoblt ®! y undesirable They 
half-sovereigns if Indian np«rti *1° n ^ ndla sovereigns and 

Government rrpre JeadyTtacur flT"^ demanded “d <*• 

alterations proposed in the avatem b^the^n A “°? g the min or 

** U for m ein,ain,! dS rd"-" 6 v,a 
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securities in London for the purpose of converting internal currency 
into external or international currency. Before the recommenia- 
tions of the Commission could be properly considered the war Drone 
out and threw the currency system into the melting pot. 

8 Breakdown of the Gold Exchange Standard. The First 
World War began in August 1914. lo resulted, m a general 
loss of confidence on the part of the people and there was a rusk to 
encashment of notes and withdrawals of deposits from the a " ' 
The exchange also showed signs of weakness._ But soon the ° v ' 

ment was able to restore confidence by providing adequate a 
for encashment of notes and for the withdrawal of deposits iro 

the savings banks. To support exchange Reverse Councils to the 
value of a out £ 9,000,000 were sold. . , 

the real trouble, however, began in 19 i 6 wh’ch ultima eye 
to the breakdown of the Gold Exchange Standard. For he sao 
of the system it was necessary that the Government should bable 
to maintain the stability of exchange This the Government 

failed to do, because an excessive demand for rupees a 

"me when the price of s.lver was rising to an unprecedented level. 

The excessive demand for rupees was due to G) ° f 

exnorts over imports. The increase in the favourable balance ot 

31, 2 M falling off in imports dm eiporti 

ties and other circumstances of war and ; , ’ for pur p 0Be s 

on account of greater demand for Iodum materials lor war p v 
on the part of Great Britain and her Allies , 

fiemand for currency was further aggravated because ot 

the need for making payments on account of troops engage a 

supplies in the Eastern theatres of war ; 

(in) further, there was need for financing purchases m India 
on behalf of the Dominions, Colonies and Amenoa ; and 

liv) as silver could not be imported to liquidate the favour- 

able balance 1 of r trade on »ccoon P . of war time restnot,one, the 

demand for rupees was further aggravated. 

To meet this growing demand f or rupees, the oyernmen^ ^ 

to purchase silver at rising pn«jj. From 2 . P ^ 

silver rose to 43 d. in 191 fi. Ibis price is * Z J yftlue become8 

^‘toirtbnldon value). In 1.20, the price rose to8M. per os- 

the unpegging of sterling-dollar exchange in March 1919. 

The consequences of this rise in the price to 

exchange were serious. From ugus , , a8 silver, 

be a token coin. It paid people to melt rt antis hase 

sUver^t theTnew " >*■ 
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out incurring enormous losses. Moreover, the newly-issued ru P e ® 
coins were disappearing from circulation due to their being meitea 

by the people. 

On the 28th of August, 1917, the Secretary of State raised the 
rate of Telegraphic Transfers from Is. 4 \d. to Is. 5d. and soon 
it was announced that the price of the rupee would be changed 
according to the changes in the price of silver. This was virtually 
the reintroduction of the silver standard. 1 The rate of Telegraphio 
Transfers was thus raised from time to time until it stood at 2s. 4 d. 
on the 12th of December 1919. 

Some other measures taken by the Government to meet this 
situation were : 


(i) Control of Exchange* The Secretary of State limited the sale 
of Council Drafts from 20th December, 1916, to an amount varying 
between Rs. 20 and 120 lakffs. This was to reduce the necessity of 
paying rupees. 

(it) Purchase of Silver . Import of silver on private account 
was prohibited and the Government made large purchases of this 
metal from the U. S. A. for coinage purposes. 

(in) Certain measures were taken to economize silver. The use 
of gold and silver for non-monetary purposes was deolared illegal. 
The export of silver coin and bullion was prohibited. Two-and-a 
half rupee«and and one-rupee notes were issued. Nickel pieces of 
small denominations were coined. 

(iv) The Qowernmint purchased all the gold that was imported 
and deposited it in the Paper Currency Reserve for notes to be 
issued against it. 

i 

(v) Among the financial measures taken to meet the currency 
difficulties were additional taxation, curtailment of capital ex¬ 
penditure and extensive borrowing in India. 

In spite of all these measures—which were quite valuable in 

themselves—the Government was unable to maintain the exchange 

at an artificial level and thus the Gold Exchange Standard broke 
down. 


9. The Smith Committee. After the war was over a currency 
oommittee was appointed in May 1919, under the chairmanship of 
Babington Smith. Taking into account the recent variations 
in the price of silver and the future expectations in this respect 
the Committee recommended 2s. (gold) as a safe ratio whioh would 
keep the. rupee a token coin. Other advantages claimed for the 
high ratio were (i) that it would cheapen imported materials and 
machinery. Exports, however, would not be discouraged because 

i. Vakil and Muruaian s Currency and Prices in India, p. 112~ 
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of the great demand for Indian produce in the world market owing 
to shortage of materials and foodstuffs ; (it) Government finances 
would gain because it would mean a saving of about Rs. 12 crores 

in the Home Charges. 

In addition, the Committee recommended opening of a mint in 
Bombay for the coinage of sovereigns and half-sovereigns for the 
public : removal of restrictions on the import and export of gold and 
import’of silver on private account They further recommended 
that the Gold Standard Reserve should contain a considerable 
Tvrnnortion of gold and that 50 per cent, of the Gold Reserve should 
rC £ iS Mr. D. M. D.1.1, the oaly hdian member o the 

Committee, in his Minute of Dissent reoopimended Is. 4d. as the 
ratio and favoured the issue of two-rupee coins of smaller silver 
content during the period of high price of silver. The Government 
accepted the main recommendation of the majority. _ 

in TKa 2a -Ratio. The new ratflo was adopted from the 2nd 

srz 

a rate co "® sp ° r I |^ n g beoau8 e of the balance of trade turning against 
storing ,qiq Moreover there was speculation in exchange. 

fell later. The European comma Y le rat0 and 8Q did the 

sending their remittances payments without delay for their 

SKT An f.cLZS.d’gLt demand £or .teriing. 

The Government had topay ““^^“oVgoid. while the 

market rate was much less J^J^ deZnd for it in the ex- 
rupees not only on ac00 "° f ceB wer0 falling faster in England 

change market but also .^..ftried to maintain exchange at 2s. 

than In Tndia. The ^teriinv later hut all these attempts ultimately 

failed. On 28th September 19.0. th ^ time Reverse Councils to 
sterling drafts on London. These had been met in 
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serious consequences on Indian foreign trade 1 . The Government 
now allowed the exchange to adjust to world conditions in order 
that the Indian prices may not undply be disturbed. By 
January, 1923, the exchange began to rise again, due to the 
revival of favourable balance of trade, till it reached the level of 
Is. 4i. gold or Id. 6i. sterling in October 1924. At that time 
the Government was pressed to stabilize it at that rate. But the 
Government refused to do so. By limiting the supply of currency 
the Government raised the ratio to 1 s. 6i. gold by April 1925. A 
few months after this a Royal Commission was appointed to review 


the whole situation. 

11. Government Policy Criticized. The policy of the Govern- 
menfc in fixing a high exchange and then maintaining it at a con¬ 
siderable loss to India has been severely criticized. It is argued 
that the price of silver was admittedly uncertain and so was the 
sterling-dollar rate, hence the Government should have waited for 
some time before taking a definite step in fixiag the exchange. Dar¬ 
ing this period of uncertainty the exchange should have beeu left 


free to its own level. 

It was easy to foresee that after the war, the imports were 
bound to increase and the exports were likely to fall. Europeans, 
who had made large profits would also demand facilities for 
remittances. All this would mean a very large demaud for 
sterling.. 

Thus a little vision on the part of the authorities would have 
convinced them that forces were at work which would wreck their 
scheme of 2 8. ratio. Had the exchange been left free to find its 
own level it would have settled at a lower point, and thus would 
have served as a corrective to the impendiag unfavourable balance 
of trade. Enforcement of the high exchange, on the other hand, 
exaggerated the effect of these forces. The Government is criticized 
not merely for introducing the 2s. ratio bub also for persisting to 
maintain it even after it had become clear that it was a hopeless task 
to do so. 

Why was the Government so attached to the high exchange ? 
“What they (the India Office) wanted was to push up exchange by 
deflationary measures so that it would be helpful to imports.”* 0 Thus 
it were the British interests that were guiding the policy of the 
Government. The idea was to encourage British imports into India 
by raising the value of the rupee in terms of English money 
“High exchange,” said Mr. Ainscou gh, “places the British manu¬ 
al* D * Birla—Indian Currency in Retrospect (Ki abistan), p,~Eh 

2. The collapse of exchange within twelve mouths from the level oi 2a 4 d 
prevailing m April 1920 to below Is. 3d. was critical for importers, many of 
whom had ordered goods waen exchange wa* high with >ut fixing their exchan^ 
aa d who were unable or unwilling to settle at the low rate prevailing wbou the 
, goods arrived. At the close of the year the Indian ports r imainfd congested 
^ithimportedpieoe-goods, motor cars and other articles of which deliver! had 

Wlma b i f Uk3n ' Ia furchj " c oatrast to tho preceding year there has been an 
|R most continuous return,.of rupees from circulation, a symptom of general 

itagaatiou of trade. (Report of the Controller of Currency fo/ 1920-2L) 
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faoturer in a more favourable condition vis-a-vis his competitor in 
India. On the whole, therefore, his material interests would appear 

to be best served by the fixation of exchange at as high a rate as 

may be possible under the circumstances.” 1 No wonder that the 
Smith Committee’s report was so favourably reoeived by the British 


Press. 

The Government polioy imposed a threefold loss on India . (i) 
For her supplies to the Allies during the last war (as in this) India 
was paid not in goods but in sterling credits. This accumulated 
sterling was squandered by the Government to the value of about 
£ >4 million in their attempts to maintain the 2«.-ratio. in 

so far as the high exchange stimulated imports it adversely affected 
Indian industries. (iff) The sudden decision of the Q^rnment to 

let exchange fall to its natural level ruined many Indian im P 0, ^® r ® 

who had ordered foreign goods at the high exohange an we e 
Zaoirld to pay more thSi double lu term, of rupees then what 
(Sy had emoted to pay. The Government poboy might have 
»rved the material Interests of England but not those of India. 


i. Mr. 
BriJ Naraia s 


^^a^ort on British Trade ia India, etc. . 
^nXenomio Problems, part I, p. 213. 
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CHAPTER XXIX 

CURRENCY AND EXCHANGE (Contd.) 

1926-1939 

1. Defects of the Gold Exchange Standard. On 25th August, 
1925 a “ Koval Commission” was appointed under the chairman¬ 
ship* of Lieutenant-Commander Hilton Young “to examine and 
report on the Indian ourrency system and practice, to consider 
whether any modifications are desirable in the interests ol India, 
and to make recommendations.” 

The Commission found the following defects in the Gold Ex¬ 
change Standard as it operated in India : 

“(1) The system is far from simple, and the basis of the stability 
of the rupee is not readily intelligible to the uninstructed publio. 
The currency consists of two tokens (rupee ooin and rupee note) in 
circulation, with the unnecessary excrescence of a third full value 
ooin (sovereign) whioh does not circulate at all. One form of token 
ourrency (into whioh there is an unlimited obligation to oonvert the 
other) is highly expensive, and is liable to vanish if the prioe of 
silver rises above a certain level. 

“(2) There is a cumbrous duplication of-reserves, with an anti¬ 
quated, and dangerous, division of responsibility for the oontrol of 
oredit and ourrenoy policy. 

“(3) The system does not secure the autom atio expansion and 
contraction of ourrenoy. Such movements are too wholly dependent 
on the will of the ourrency authority. 

“(4) The system is inelastio. The utility of the provision 1 for 
elastioitv made on the recommendation of the Babington Smith 
Committee is affeoted by the methods of finanoing Indian trade.” 1 

2. The Gold Bullion Standard. The Oommiasion’s task was 
threefold : (i) to propose the ourrenoy system best fitted for India ; 
(») to suggest the ratio at whioh the rupee should be stabilized with 
the sterling ; and (in) to reoommend measures for the establishment 
of a oentral bank. The Commission proposed the Gold Bullion 
Standard as the ourrenoy system for India ; la. 6i. as the exohange 
ratio ; and a oentral bank—the Reserve Bank of India—to take 
oharge of the oentral banking functions. The scheme of the 
Reserve Bank will demand our attention in a subsequent ohapter. 
The other two proposals will be disoussed here. 

1. See next chapter. 

2« Report: Hilton Young Commission, 1926, Para 21. 
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Before finally recommending the Gold Bullion Standard the 
Commission examined the pros and ooas of other possible alterna- . 
tives : (i) the adoption of gold exohange standard, and (ii) the 
adoption of a gold standard proper with gold currency. All these 
alternatives were rejected 1 . they Recommended a “gold standard 
without gold currency*’ or the ‘Gold Bullion Standard” as it was 
called. Thus wrote the Commission : —• 

“It is possible to have a true gold standard under which the 
currency is based on gold both in reality and in a manner that is 

conspicuously visible, without putting gold into circulation.The 

essence of the proposal.is that the ordinary medium of circula¬ 

tion in India should remain as at present the currency note and the 
silver rupee, and that the stability of the currency *n terms of gold 
should be secured by making the currency directly convertible into 
gold for all purposes, but that gold should not circulate as money. 
It must not circulate at first and it need not circulate ever.” (Para 54) 

Thus the main features of this system were as follows ;— 

(1) The currency authority (the proposed Reserve Bank when 
established, in the meantime the Government) was to buy and sell 
gold (under statutory obligation) at certain fixed rates in quantities 
not less than 400 fine ozs. (=1,065 tolas). The conditions of the 
sale of gold were to be so fixed that normally the currency authority 
would not be called upon to supply gold for non-monetary purposes. 


1. The grounds on which these systems were rejected are given below: 

(а) Sterling Exchange Standard : Even if perfected by amalgamation of 
Gold Standard and Paper Currency Reserves and by imposing statutory 
obligation on thi currency authority to bell rupees and sterling when required 
without limit at the upper and the lower specie points respectively the Com¬ 
mission held that this system would still have serious defects, viz, rupee will 
still be subject to the oonssquences of rise io the price of silver, rupee will 
follow sterling slavishly as regards its link with gold and would depreciate 
when sterling depreciated resulting in high prices in India. India’s dependence 
on the currency of a single country, however stable, is disadvantageous 

(para 25.) 

(б) Gold Exchange Standard. This would stabilize the rupee in term s of. 
nold but will still have serious defects ;*sam) danger of rise in price of silver; 
lack of simplicity, mistrust due to past experience in the minis of the 
Deo pie ; intangible backing for the token currency ; right of convertibility is 
too abstract. Backing of currency should be certain, simple and solid, 


(paras 29-31.) 

(o) Gold Standard with Gold Currency. Large absorption of gold by 
India will leal to substantial fall in g>ld prices in the world and curtailment 
of credit with unfavourable reactions on India ai oas unit in the world trade 
«™rem; uncertainty of the estimate of the amount and time of gold demand; 
if would result in depressio 1 if _:old prioe of silver fell and depredate the value 
of ailver hoards of the Indian people; China might also adopt gold in Pj“oe of 
silver as u oonsequenoe of ths fall in price of silver. Ihis will make the 
nos'bion still vrorse ; Cnina’s tra le will be throwa out of gear; it would retard 
the progress of monetary reconstruction in Europe, would upset world prices 
nnd'would be harmful to Indi i and the rejt of the worll; United States with 
traditional silver interests will not support this polioy and suoh support is 
essential for its suooess ; finally the sohems will involve great expense, 

(para* 
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w ,(2) Sovereigns and half-sovereigns were to cease to be legal ten¬ 
der ; rupees to continue full legal tender. N 

(3) Government savings certificates to be issued to people for 
three or five years, to be paid in rupees or gold at their option. 
This was to inspire confidence in the minds of the people for the new 
system, and to bring out the hoarded wealth. 

(4) The existing currenoy notes were to continue to be conver¬ 
tible into rupees, the new notes though not to be legally convertible, 
the facilities for conversion were to continue. 

(6) One-rupee notes to be issued which were to be full legal 
tender but not convertible into rupee ooins. 

(6) The Gold Standard and the Paper Currenoy Reserve were 
to be amalgamated. • 

Several advantages were olaimed for this system :— 

(o) It would secure stability of exchange by making the 
currency convertible into gold at a fixed rate. 

(b) It was simple and certain : thus it would inspire confidence. 

(c) Currency would expand automatically when gold was given 
in exchange for rupee coins and notes, and would contract when 
rupees and notes were given in exchange for gold. 

(d) Cheap gold would remain in reserve and not circulate. 

(e) Would' pave the way for the introduction of gold currenoy 
at some^future date when enough gold had accumulated. 

On the other hand, the Gold Bullion Standard was criticized on 
several grounds :— 


(а) For the ordinary person the gold baoking was neither 
visible nor tangible. Only big bankers and buillion brokers could 
purchase gold of quantities of 400 ozs. (1,006 tolas). 

(б) Even these people could not normally find it worth while 1 

to get gold from the currency authority, nor was it the intention 
that they should. 


, -P 1 ® P ur chase of gold from the currenoy authority was to be 
worth while only when it was required for making payments abroad. 
As tar as the ordinary holder of th e rupee is concerned he would 

ra . fc L° ° f 13 ( 8° ld ) per .rupee the gold was priced at Rs.la~3.7o 

Wh d en h he W ; n V he r rat \ at Whl °- h th ® ourrenc y authority undertook to sell gold' 
When the rate of exchan e is U. 0-3/16d. (upper gold point) or moreth„ 

S'" . “ ru P° ea ° f - tola of fine gold would lie le£ than Rs 21 3-10 

be cheaner than f circumstances huy gold from the market where it would 
De cneaper than from the currenoy authority. “When the PT nhonoo u i U 

y at notified prioes* and these prices will be fixed so as to fr«« tv* 

* 1ST SSS 
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into gold, when he must buy, it in the 


not be able to' oonvert the 
bazar a? at present.” 1 

It was thus contended that there was no essential difference 
between the gold exchange system and the Gold Bullion Standard 
of the Com mission. Only the obligation to buy and sell gold for 
export was made statutory. The Indian opinion as before favoured 
a full-fledged gold standard with gold currency. 2 And this wa,s 
supported by authorities like Dr. Cannan and Dr. Gregory in their 
evidence before tbe Young Commission. 

3. The Ratio Question. The greatest controversy, however, 
raged round the ratio question : 18d. vs. 16 i. was the question. 

It has been called the “battle of ratios” in the history of Indian 

ourrenoy. , 

The Hilton Youn<* Commission recommended 18 d. on the ground 
/ a \ that prices in India had attained a substantial measure of 
adjustment with the prices in the world at large at this ratio ; and 
(b) that the wages, too, had adjusted themselves. 

Hence reversion to 16 d. would mean a difficult period of 
readjustment; it would raise general prices by 12£ and 
consequently hit hard the middle classes and the oonsumers, 
and reduce real wages of workers. It would also add to the 

burden of the Home Charges ; 

(cl that the contracts would not be affected, as most of them 

were either recent No doubt land revenue 

°' tn “1“ Bettlrf when the ratio »as 1». id., bnt as 

considerably gone op, the borden of this 

charge had correspondingly been lightened. 

in critic;™of suss. - .as 

on Commission s ow . rdin „ adjustment of wages and 

- - - hort * 


1 Brii Narftin Ind an Economic Life, p. 244. .. of „ 0 id currency 

here the main points of 

th ‘ r H th .'iSC.”i.m.tio »” d &> " .Sta 

”',S th . habit or hoarding. (The Vooog 

did t)‘ *u“VSi l icpiro .ooddonoe, onrr.no, ba-kiog b.iog -««• “ d 

““ffi ■=oS;i: h i^»”» d '“ p * : “ 


„d sovereign. b.«.« i.OO „ 

fovoor. ^ i, a CcVmis.ion, par. 

ffst 341 W) 
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period for adjustment in a country like India where the amount 
of economio friction was very large. The Commission magnified 
the effect of ratio on Home Charges, admitting that this factor 
was not to be deoisive ; on the contrary, it minimised that effect 
oh long-term oontraots and the losses of the agriculturists. More 
attention seems to have been paid to poorly-paid literates (2J %) 
and less to the welfare of the rest (79%). 

The Indian public and aoademio opinion was, on the other 
hand, solidly ranged against Is. 6d. and in favour of 1«. 4 d. Sir 
Purshotamdas Thakurdas, the Indian member of the Commission, 
represented this view. He denied that Indian prioes hid adjusted 
to the world prices at Is. 6 d , and till then this ratio gave the 
foreign manufacturer an indirect bounty of 12$%, placing a 
heavy strain on Indian industry. It meant an additional burden 
of 12$% on the large debtor class, who were mainly agriculturists. 
He pointed out that the loss in the payment of Home Charges 
at Is. 4 d. would be more than made up by increased revenue 
from taxes on account of industrial and agricultural prosperity. 
The workers would no doubt lose a bit from the rise in prices but 
they would gain from continuity of employment made possible 
by industrial prosperity. He was able to show oonolusively that 
the reversion to Is. 4 d. would be benefioial to Indian agriculture 
and industry, and hence to the people at large. Other countries 
were reverting to the pre-war ratios, why not India ? On the whole 
it appears that the advocates of Is. 4 d. had a better oase. It would* 
have promoted economio interests of India if in 1927, the rate 
had been fixed at Is. 4d., although after some years the arguments 
for it lost most of their foroe and the opponents of Is. 6 d. were 
simply beating a dead horse. But the decision to fix the rate at 
Is. 8d. in 1927 was certainly a wrong one. The eoonomio con- 

m the C0UI »try in subsequent years furnished no evidenoe 
^ ^ a8 - in f L ny " ay conducive to eoonomio progress 
fain t b . lty -. During the Great Depression it accentuated the 

the depresrion. 11 retarded fche recovery and prolonged 

H^„ The i 3 ° VerD i n !? t ’ however > accepted the majority recommenda¬ 
tions and passed the neoessary legislation to give effect to them. 

4. The Sterling Exchange Standard. The Gold Bullion Stan, 
dard was superior to the pre-war Gold Exohange Standard because 

er u the Do^ er nment had a statutory obligation to buy gold and 

com), the duphoation of reserves and the separation of current 
from credit control. The last two defects had to wait until the 

establishment of the Reserve Bank in 1935 . 

Z aC«mb, h t °ir 193? d Zaf V T° h oUa f *° it8 

gold standard due to drain On it,R nrnlrl «aa/Mi. AAN __ j t 
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drawals of foreign balances. This development bad important 
reactions on the Indian currency and exchange system. Under the 
Act of 1927, the Government had bought gold and sold sterling at 
the lower gold point until 19th September. When the announce¬ 
ment of Britain having gone off the gold standard came, the 
Governor-General on the 21st promulgated an Ordinance suspending 
Section 5 of the Currency Act of 1927, the one dealing with the 
purchase ard sale of gold and sterling. On the same day the Secre¬ 
tary of State informed a sub-committee of the Round Table Confer¬ 
ence in London that it had been decided to maintain the rupee at 
1 8 6 d sterling. On the 24th of September, yet another Ordinance 
was promulgated (Gold and Sterling Sales Regulation Ordinance) 
vhich repealed the previous one, thus restoring the Currency Act 
of 1927, but authorizing the Government to sell gold or sterling for 
genuine trade requirements only and for reasonable personal or 
domestic purposes. The Imperial Bank was authorized to allocate 
exchange for the defined purposes. The selling price was fixed at 
Is. 5«49/64d. sterling as before. The rupee was thus linked to 
sterling in spite of resentment on the part of Indian opinion. On© 
consequence of this link was that the rupee began to depreciate 
along with the sterling in terms of gold and currencies of countries 
still on gold, e g America and France. This resulted in the rise m 
the rupee price of gold and that metal began to flow out of the 
country. 1 The Government took no steps to stop this outflow. 


l* 


Economises are not agreed a? to the cause of the outflow of gol from 
India. The generally held popular opinion is that the outflow or gold 
was due to the rise in its price in terms of rupees when the ru P®® , S 1 ? 

with the sterling) depreciated in terms of gold after September 1931. But 
a mere rise in price of gold would not have caused an outflow of gold it 
this rise was exactly counterbalanced by the depreciation of the rupee m 
the exchange market. It is held by some, therefore, that it was the 
external undervaluation of the rupee that made it worth while to export 
gold which meant that the rupee price in India rose to a lesser degree 
than the depreciation in exchange. Dr. Dey, however, is of opinion that 
the explanation, though correct in a narrow technical sense, is not a e- 
qunte, because if undervaluation of the rupee had been the main cause, 
gold exports would have increased as years advanced instead of deer s- 
ing, since India showed a progressive depreciation of the rupee in terms of 
sterling. Dr Dey explains the export of gold as follows: The ^ d 

acute economic distress among the peasants and the zammdars due to 
disastrous fall of agricultural prices, which led to their savings m th 
form of gold hoards being drawn upon on a large «rfe. B' * a) .due o 
the ignorance of the villagers about the world price of g»ld,.(b) 

of intensive propaganda on the part of bullion dealers 1 *, P internal 

centres ea rning quick dishoarding, and (o) distress sales, U e 

pHce of gold at which it wis bought by the bullion dealers was low as 

oomoared with the world price. Consequently, the export o go 

highly profitable for the bullion dealers^ On the other in 

exports, the distress was mitigated, dishoarding of fold deohned, the 
disparity between internal and external prices of gold bee iatjon 

less, and gold exports began to diminish, even though ttiea p 
of the rupee in terms of sterling and gold remained great or kept o„ 
increasing.” "FI'd a rise in Indian prices of gold and oommoclit ' . 

he continu e, "be n b-ought about by a proper degree a °nd ftsexter^l 
rupee’s internal overvaluation would have been oheoked, and its exter a 
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The policy of the Government in this connection has been 
critioized on three grounds : (i) linking the rupee with the sterling in¬ 
stead of gold; (ti) still keeping to the Is. 64. ratio; and (m) taking no 
steps to stem the outflow of gold. These points demand consideration. 

5. The Sterling Link. The linking of the rupee with the 
sterling was criticized on various grounds. First, that the rupee 
was thus made to share the fluctuations of the sterling, the latter 
reflecting the conditions in Britain and not. in India. Secondly, 
though India’s export trade with the gold standard countries would 
be .encouraged, on account of the depreciation of the rupee in terms 
of gold, it would discourage Indian imports from these countries, 
while England would enjoy a sort of an Imperial Preference in the 
Indian market. Thirdly, that the sterling link would bring India 
back to the gold standard 1 when Britain decided to bring sterling 
back to gold, irrespective of the economic conditions in India. 
Finally, that the rise in the rupee price of gold would lead to gold 
exports from India, as it actually happened. 

The Government, on the other hand, justified the sterling link 
and supported their policy by the following arguments:— 

(i) It was better from the point of view of stability to link the 
rupee with sterling than to let it drift, (ii) India had at the time 
£32,000,000 sterling obligations and a sterling loan of £15,000,000 
was maturing early in 1932. If the rupee was not linked 
with the sterling the difficulties of raising funis for these pay¬ 
ments would have been insuperable. (Hi) Being a debtor country, 
India could not afford to risk the rupee being left alone, (iv) 
A considerable proportion of India’s foreign trade was with 
England or countries on sterling It was wise, therefore, to secure 
a stable basis at least for this trade, (y) Depreciation of the 
rupee in relation to gold would give a welcome stimulus to India’s 
export trade with gold standard countries. 

If the sterling link wai not adopted there were two other 
alternatives open to the Government: (a) to adopt the gold standard, 
(6) to keep on an independent standard. India could not have 
maintained the gold standard for long. Only a oountry like America 
with an abnormally large gold reserve could do it. Within a 
few years, like the gold bloc countries (e. g., Franoa), India would 
have been forced off the gold. 

At a time when there was a mad rush for gold, it would 
not have been easy to maintain the convertibility of the rupee into 
gold. Deflation would have accentuated depression. Moreover, 
so long as sterling depreciated in terms of gold, the fixed ratio 

undervaluation, in terms of go'd and tlie pound seeding largely elimi¬ 
nated, and gold exports would have been minimized.** Dey, op. cit. 
pp. 237-38. 

1. The preamble of the Res rve IBank Aob mike-e the position clear in this 
respect. It lays down that the sterling Exchan *e Standard is only provU 
sional arrangement. When normal monetary c m litions are restored 
in the world the Reserve Bank will pub forward a aoheme for a permanent 
monetary standard for India. 
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of the rupee in terms o t gold would have meant fluctuating ratio 
In terms of sterling. This would have been a disturbing influence 
on our trade with sterling countries. 

On the other hand, it is doubtful if India would have succeeded 
in managing an independent standard in view of her position 
as a debtor country with large foreign obligations, her export 
trade exposed to var ous restrictions in other countries and her 
lack of a proper central bank. Free and independent rupee would 
have meant an unstable exohange, and this would have involved 
risk and inconvenience for the Government in paying off her 
sterling obligations. In a period of chaotio currency conditions, 
therefore, maintaining the sterling link wa9 perhaps the lesser evil 
especially when a substantial position of India’s trade was with 
the sterling bloo. The situation, however, entirely changed sub¬ 
sequently and the gold link was given up in 1947 as we 
shall see* 

6. Gold Exports. Between September 1931, when England 
left the gold standard, and January 1940, India exported gold to 
the value of Rs. 361*4 orores. The net imports of gold into India 
from 1910-11 to 1930-31 were of Rs. 457*86 crore9. Thus in about 
eight years India lost four-fifths of the gold that she had imported 
in 21 years. 

As sterling was depreciating in terms of gold and the rupee wa9 
linked to sterling, the prioe of gold ro9e correspondingly. The 
abnormal rise in the prioe of gold induced the people to sell gold. 
Those who were driven by •economic necessity began selling gold 
more freely. This only explains why the holders of gold sold it. 
But why was it exported ? This was due to the difference between 
the rupee prices and sterling prices, the latter being higher. 

The Indian opinion urged the Government, when the gold 
Exports began, to take measures to stop this outflow of the precious 
metal. The Government did nothing of the kind and suppo rted 
their inaction on the following grou nds 

(%) Gold exports are a normal feature of a country’s trade and 
there is nothing abnormal about it. 

(<$) Gold exports have improved the credit of the Governm ent, 
enabled it to stabilize exohange by purchase of sterling at favourable 
prices, and made it possible for her to pay off £16 million of her 
sterling debt and 13 reduce their floating debt In India by creating 
fresh currency required to pay for the gold. 

(iti) Gold exports (by keeping up the prioe of gold) have 
strengthened India’s public reserves, the market value of which 
increased by five orores of rupees. 

(it;) By sale of gold the agriculturists have been able to live 
on their reserves through diflioult times, making huge profits in 
the bargain. 

(v) Gold exports have stimulated international trade by enabling 
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India to buy more of foreign goods, thus increasing the 
purchasing power of her potential customers. 

On the other hand, the oritios of the Government alleged that 
(») the exports of gold have meant “the wastage of India’s gold 
resources, the wreckage of the indigenous banking system and a 
drain on the accumulated savings of generations j 1 (it) that it 
had concealed the faot that the rupee was overvalued at l«. 6 d. by 
enabling the Government to maintain the ratio at that point ; (tit) 
that the loss of gold had made it impossible for India to reaoh her 
goal of a gold standard, and that it would be difficult to make up 
this loss ; (iv) that almost every other oountry was sitting tight on 
their gold resources while India was losing them; (t>) dually that 
the exported gold was “distress gold” and people were merely living 
on their oapital, a process which could not continue for long. 

It. was suggested that the Government should purohase this 
gold either herself or should make the Reserve Bank of India 
purchase it in order to strengthen its gold reserves. Some suggested 
an embargo on the exports of gold and other heavy export 
duty. To the suggestion of a duty on gold export the Finance 
Member pointed out (1936) in the Assembly that the burden would 
ultimately fall on the agriculturist-seller of gold through the fall in 
its price. As regards the buying of gold in unlimited quantity 
by the Reserve Bank of India on behalf of the Government, it was 
pointed out that it would mean speculation in gold, as the buying 
rate would have to be fixed with reference to the fluctuating dollar, 
sterling cross-rate “It is true,” wrote Dr. Dey, “that both the 
U.b.A. and the United Kingdom have accumulated large gold 
reserves at high costs during the depression. But all students of 

recent monetary conditions know that it has now (1938) beoome 

a grave problem for these two countries to deoide what should be 

done with these costly gold stocks.” 8 Britain, however, had to 

disburse her gold resources to finance the present war. If the 

Reserve Bank had taken the risk of purchasing gold at that time 

it would have made enormous profits now that the prioe of that 

metal has risen so muoh. 8 For this reason and others given in 

the previous paragraph we do not agree with Dr. Dey when he 

says that the pohoy that has been aotually followed by the 

Government of India with regard to gold has been the wisest under 
the oiroumstanoes of the oase.” 4 

7. The Case for Devaluation. From the time the Govern- 

merit enforced the Is- 6 d ruHn nnHae a .. . 



1 . 

2 . 

3. 



4. 


and Beri, Indian Eoonomios, Vol. II, p. 372. 

Economic Problems of Modern India, op. oit. p. 240. 

SrF atf.-ir*. sa* 

ber 1846 it was Rs. 82 per tola, and now (May 1941, Rs i08 
Dey, op. oit. p. 241. 
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vocal publio opinion in India continued pressing for its revision. 1 
In fact the case for revision was very strong indeed until World 
War II broke out and changed the whole situation. The oase for 
devaluation of the rupee, as it was put from time to time between 
1929 and 1939, may be summarized as follows : 

(i) The rupee was all along overvalued at the rate of Is . 6 d. and 
the Government was able to maintain the rate by drastic defla¬ 
tionary measures : (a) by contracting ourrency—between 1926-27 

and 1930 31 currency was contracted to the extent of Rs. 1,021 crores; 
(b) by raising the lending rate to the Imperial Bank of 
emergency currency under the Act of 1923; (o) by the sale of 
sterling and depleting the sterling resources of the Reserve Bank 

1. When the depression appeared after fche aaturnu of 1929 the agitation 
for revision of the ratio increased, especially when it was found that 
the Government was finding it difficult to maintain the rate at Is. 6 d. 
on account of the great fall in our export surplus. It wa3 again 
urged, at the time of the linking of the rupee to sterling at the , 
old rate, that the case for revision was strong. The question was 
again raised at the time when the matter of the proposed Reserve 
Bank’s exchange obligations was bein' discussed by the London 
Committee on the Reserve Bank, then by the Joint Select Com¬ 
mittee (1943) and again when the Reserve Bank Bill came before 
the Assembly. The ratio clauses (40 and 41) finally embodied 
in the Act gave effect to the recommendation of the London 
Committee that the existing ratio should be preserved, but that the 
whole question of the monetary standard suited to India should 
be reviewed when the international situation clarified itself and 
became sufficiently stable to make it possible to frame more 
permanent provision. This arrangement, however, did not satisfy 
Indian opinion. In August, 1935, Mr. Manu Subedar (President, 
Indian Merchants’ Chamber and Bureau, Bombay) in welcoming 
Sir James Grigg (then Finance Member) suggested to review the 
ratio with a view to giving relief to the cultivator. To this the 
latter replied that he would be “no party to any monkeying 
with the present ratio,’’ that the change would not help the 
agriculturist and might lead to worsening of his position. 

The coutroversy flared up again early in October 1936, when 
the franc and other ourrenoies of the gold bloc were devaluated. 
The Government was urged to devaluate the rupee, which would 
raise prices of primary produce, review expert trade and obviate 
export of mid. The'G )vernme it spokesmen argued that devaluation 
at that iunoture would constitute a breach of the Tripartite Monetary 

Agreement, (of 1936) signed bv the U.K., the U.S.A. and France. 

Moreover, they said that the sterling link had already devaluated 
the rupee by abiut 4) per cent, in relation to gold. Further, that 
devaluation might provoke retaliation from competitor countries. 

Tn 1938 again there was agitation for devaluation on account ot 
weakening of exchange in June of th .t year The Congress 
Working Cjmmittee lookup the question. The Government in a 
communique issued on June 6. 1938, declared their satisfaction 
with the existing ratio. In September 1938, an unsuccessful 
attempt was made by some unofficial members of the Central 
Legislature to seoure the appointment of a committee to report 
on the ratio question The balance of trade and exchange improved 
during the succeeding months and on December 16 ,- 1938 , the 
Government iisued another press communique repeating their 
deoision to miintain exchange at 1*. 6 d. as before. Exoh g 
remained steady on the whole during 1939 up to the outbreak of 
the war, which entirely changed the situation. 
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(Issue Department). The result of this deflationary polioy was 
disastrous for Indian agriculture and industry especially,, the former, 

during the depression years from 1929 onwards. 

(ii) That the rupee was overvalued at Is. 6d. was indicated 
1 y the various symptoms and criteria of overvaluation accepted 
by economic theory and practice, such as (a) the sagging prices, 
(b) industrial stagnation, (c) unfavourable terms of trade, (d) almost 
disappearance of export surplus. 

(a) Between 1928 and 19^3 Indian prices fell to a larger extent 
(40 per cent.) as compared with British prices (36 4 per cent). 
And by 1936 while English prices recovered by 16*3 per cent. 
Indian prices only recovered by 5*7 per cent. Thus Indian prices 
fell more and rose less during the period. 

(b) Industrial stagnation was shown by figures of aggregate 
profits of certain industries. These profits fell from a total of 
Rs. 10*9 crores in 1928 to Rs. 2*6 crores in 1931 and rose slowly 
only to Rs. 5 crores in 1935. 

(c) The barter terms of trade were also unfavourable to India 
during this period. This is shown by the fact that the prices* of 
her exports fell to a greater extent than those of her imports. 
Between 1927*28 and 1933*34 while the index number of export 
prices fell by 46*4 per cent., that of import prices declined only 
to the extent of 34*8 per cent. 

(id) The merchandise export surplus also showed serious deoline. 
The net export of private merchandise (excluding Government 
stores) were as follows during the depression years : 


year 


Rs. Crores 

Year 


Rs. Crores 

1930-31 

• • • 

01-0 

1936-36 

• •• 

29 8 

1931-32 

• • • 

34 0 

1936-37 

• • • 

77 1 

1932-33 

• • • 

... 3*5 

1937-38 

• • • 

• ... 16 4 

1933-31 

• • • 

34*4 

1938-39 

• • • 

. ... 16 8 

1934 36 

• • • 

23-4 

1939-40 

• • • 

478 


(iii) In other countries, especially agricultural countries, the 
situation was met by their Governments by depreciating their 
currencies. The depreciation of the rupee in terms of gold that had 
occurred by linking the rupee with the sterling in 1931 was 
obviously not enough as was indicated by the tests given above. 
India was at a disadvantage . with respect to her competitors the 
value of whose currencies had been considerably reduced. This is 
indicated by the following :— 

Country Value of currency in 

1933 as percentage of 
their value in 1913. 


Belgium 

France 

Greece 

Italy 

Portugal 

Spain 

Japan 

U.S.A. 

Australia 

New Zealand 


• • • • 



22*6 
31-5 
4-5 
42 0 
4*6 

60-0 
90 0 
75*0 


76*0 
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(iv) It was further urged that the real state of affairs was being 
obscured by the export of gold which was enabling the Govern¬ 
ment to maintain the rate at 1*. 6 d. But gold export could not go 
on indefinitely. “ Gold exports are at best only postponing the 
evil,” wrote Dr. L. C. Jain. “ When they cease, and it should not be 
very long before they cease, a situation of the gravest character will 
arise if things are allowed to drift in the mere expectation of 
international action leading to world prosperity.” 1 

(v) Some people urged that the issue was nob between the 1$. 
6 d. and Is. 4d. ratio. The hsue was much _ wider. It involved 


wider aspects of policy. The anxiety of the Government all along 
the currency history of India since 1893 has been to ensure stability 
of exchange at one level or the other. It was urged that under the 
modern conditions of national economies the emphasis on exchange 
stability at the expense of the stability of economic life within the 
country is a wrong policy. A policy of flexible exchange is preferable, 
since by this method the relationship between costs and prices 
can be kept in equilibrium to ensure pofitable working of industry 
and agriculture. Such an exchange ratio is the really natural ratio 
for a country. England sought this natural level by depreciating the 
sterling in 1931. But the natural level of exchange for England is 
not necessarily the natural level for India. 2 

The higher ratio had undoubtedly intensified the depression 
and made it impossible for the Indian prices to catch up to world 
prices. There was certainly a strong case for devaluation to initiate 
a rise in prices for the benefit of the poor Indian agriculturist. 
Devaluation would certainly have lent the muoh-needed support to 
our exports and enabled us to maintain or strengthen our 

competitive position. 

It has been urged that the agriculturist would have 
suffered by a rise in the prices of imported goods and the consumers 
too would have suffered. But imported goods do not bulk in 
agriculturists* consumption. Though the consumers would 
lose yet they are expected to gain muoh more as producers, 
because devaluation would have enlarged production and increased 


opportunities for work. 

In the words of Coyajee, “In fact the best proof of a well- 
chosen ratio consists of its harmony with a steady and moderate 
‘ price level and a healthy and normal condition of imports and 
exports ” The Is. 6 d. ratio did not fulfil this test. The low prices 
associated with a higher ratio upset price cost parity, damaged 
production and increased unemployment. It also adversely affected 
distribution, straining the relations between debtors and oyeiitore, 
landlords and tenants, employers and workers etc. It w true that 
devaluation provides on ly a" temporary stimulus. But when a 

i T n .Tain 1 _Monetary Problems of India, p. 15. „ 

2 * For an excellent exposition of this thesis read artiole by ®.N. Gangu i 

2 ‘ Yn Problems of India, pp. 273-324. Also read bis - Whither 


Rupee ?** 
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country is emerging from the nadir of depression it requires just 
that temporary stimulus to put it on the way to recovery. 1 

There was thus a strong case for devaluation. 

But the Government refused to have any “monkeying with the 
exchange as the Finance Member, Sir James Grigg, put it. Then 
came the war and the whole outlook changed. 

8. The Reserve Bank as Currency Authority. In the 

meantime from April 1, 1935, the control ,of currency had 

passed from the hands of the Government to the new oentral 
bank—the Reserve Bank of, India—to whom wore transferred the 
Paper Currency and the Gold Standard Reserve This removed 
two defects 2 of the Indian currency system pointed out by 
the Hilton Young Commission, viz.> duplication of re¬ 
serves and division of responsibility for the control of currency 
and credit. The evolution of our paper currency system will be 
studied in the nexb chapter and the system of credit in a subse¬ 
quent chapter in connection with banking.. Here something may 
be skid about the role of the Reserve Bank in the maintenance of 
the sterling Exchange Standard as long as it lasted. 

The Reserve Bank was required to maintain the 1 a. 6i. sterling 
ratio by buying and selling sterling at specified rates. Clause 40 of 
the Reserve Bank Act required the Bank to sell sterling to .any 
person who made a demand in that behalf at ; its office in Bombay, 
Calcutta, Delhi, Madras or Rangoon and paid the purchase price 
in legal'tefider currency, for immediate delivery in London at a rate 
not below Ik. S-49/64& fo* a rupee. This provision was intended 
to prevent the rupee from falling below is. 5 49/64 d. (this was 
obtained by deducting from Is. Qd. the cost of buying down in 
Londdn this ahiotint). Clause 41 made it necessary for the Bank 
to buy sterling from any pfetson who made an offer in that behalf 
at it8 T office ih Bombay, Calctitta, Delhi, Madras or Rangoon, for 
immediate delivery in Lohdon at a rate hot higher than 1 s. 6 3/16i. 
for a rupee ‘{this was found by adding to id. 6 d. the cost of 
transporting this ; amount from London to Bombay). These two 
points 8 corresponded to the lowet and upper speoie points under 
the Gold Standards" 


1 Malhotra, IXK—History of Problems of Indian Currency and 
Exchange, 1947, pp. 108-109. . 

2. Certain anomalies, however, still remain. The iupee coin ( a note 
printed Oh silver as it has been called) continues to be full legal tender, and it 
is obligatory on the part of the Reserve Bank to exchange notes for coins and 
vice versa , on demand. The issue of coins requires no reserve backing and 
there is no limit to their issue. The monopoly of issue of notes also rests w th 
the (4overmherit, the Reserve Bank being merely a channel of issuing them. 

3. Under the pre-war system, it will be retnembered, the exchange used 
to be maintained by sale of Council Bills by the Secretary of State in London 
and the Reverse Oouncilsia India at the upper and lower specie points res¬ 
pectively. This system was modified in 1923-24. In that year while weekly 
sales of Council Bills continued as before, the sale of ‘intermediates’ (Bills 
sold in between the regular sales of higher rates) was stopped and was replaced 
by purchase of sterling in India from banks and financial houses willing to sell 
it. Tn 1934-25 this system was fiirther extended and the purchase of sterling 
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Thus the Reserve Bank Act legalized the existing ratio. The 
preamble to the Act, however, incorporated the recommendation 
of the London Committee on the Reserve Bank Legislation, that 
the question of the monetary standard best suited to India should 
be considered when the international monetary situation had become 
sufficiently clear to make it poesible to frame permanent measures. 
When such a contingency arcse Clause 55 of the Act required the 
Bank to report its views to the Governor-General-in-Council as 
regards the suitable permanent basis for the Indian monetary 
system and to frame measures for the future monetary standard of 
India, The date for the adoption of such new measures was post¬ 
poned by World War II. 

Indian Paper Currency, 


9. Paper Currency up to 1925. Notes were practically unknown 
in India until the beginning of the 19th century. In 1806 the Bank 
of Bengal was founded and given the privilege of issuing 
notes. This privilege was also conferred on the Bank of Bombay 
(1840) and the Bank of Madras (1843). Although these banks 
were private institutions yet the Government had a share 
in the capital and was represented on the management. A maximum 
limit of note issue was fixed for each bank, and they had to 
keep a reserve of 33|% (later reduced to 25%). These notes were 
not legal tender, and were popular in the presidency towns only. 

In 1861 the Government took over the note issue from the 
Presidency Banks. The country was divided into circles, and the 
notes issued in the circle were legal tender only in the circle. The 
notes were issued on the currency principle embodied in the Bank 
Charter Act of 1844 passed in England. The fiduciary portion of 
the Paper Currency Reserve was fixed at Rs. 4 crores. Over and 
above this limit, metallic reserve of equal value had to be kept. 

The above arrangement was excellent from the point of view of 
the seourity of note issue but it was neither convenient nor did it 
provide elasticity in the note issue. The inconvenience arose from 
the restricted area within which the notes were legal tender and 
convertible. This defect was, however, removed when notes of 
one denomination after another were universalized. 


The note issue was inelastic, because beyond a certain limit 
cent per cent metallic reserve was necessary. Some elasticity was 
imported by raising the fiduciary limit from time to time, until it 
stood at Rs. 14 crore9 in 1914 and Rs 120 crores in 1919. Some elas¬ 
ticity was also given by making the rupee a token coin in 1893 so 
that less silver was needed for the reserve in the form of new rupees. 
_ - ——— " • 

in India become the principal method of remittance ond soles of Counoil Bills 
were undertaken only to meet a steady and continuous demand by them. 
There was no sale of Council Bills in 1925-26 ond the system was suspended 
thereafter. At the recommendation of the Young Commission the system of 
purchase of sterling by competitive tenders wes suspended. From April 1, 
ibis function was transferred to the Be serve Bank. 
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The Paper Currency Reserve, originally consisted of silver coin 
and bullion as regards the metallic portion, and the Government 
of India rupee securities as regards the fiduciary portion. Subse¬ 
quent legislation, however, permitted the holding of gold coin and 
bullion as well as Sterling Securities as part of the Indian Paper 
Currency Reserve. 

The main defects of the currency system were :—(l) It was 
not automatic, because the fiduciary portion could be increased only 
by fresh legislation every time. (2) The metallic portion of the 
reserve was unduly large. (3) A part of the reserve was kept in 
London instead of in India. (4) There was a divoroe between 
currency and banking, whereas integration is the rulo in modern 
times. (5) In the absence of a oentral bank, the Government was 
compelled to keep its funds looked up in “Reserve Treasuries” 
creating financial stringency in the money market in the busy 
season. (6) Above all, the ourrenoy system was inelastic. In other 
countries, bank deposits and oheques as well as notes issued against 
commercial bills lend elasticity to the ourrenoy system. Also, the 
Government funds being placed in the oentral bank are made 
available to the trade. But in India banking was comparatively 
undeveloped, oraganized bill market was praotioally non-existent, 
and the central bank had not yet come into existenoe. 

The Chamberlain Commission, with a view to introducing a 
further measure of elasticity, reoommended that the fiduciary 
portion should be fixed as under:— 

Notes held in Reserve Treasuries plus Jrd of the net circulation 
».e. (gross circulation minus notes held in Reserve Treasuries). 

The Commission further reoommended that the use of notes 
should be encouraged and facilities for encashment should be ex¬ 
tended. The idea of the Commission was to make note issue both 
elastio and popular. 

The war (1914-18) put a great strain on the Indian paper 

ourrenoy system. There was a rush for conversion of notes, and 

notes worth Rs. 10 orores were returned during the first eight months 

of the war. The fiduciary portion was increased from Rs. 14 orores 

in 1914 to Rs. 120 orores in 1919. New notes of Re 1 and Rs. 2\ were 

issued. Extralegal facilities for encashment of notes were dis- 
continued. 

At the end of the war, the Babington Smith Committee 
examined the Indian ourrenoy system. In order to impart elasticity 
and to ensure adequate metallic reserve, the Committee 
recommended that the metallio portion of the reserve should be at 
least 40% of the gross oiroulation, and, over and above the normal 
fiduciary issue, provision should be made for the issue of additional 
currency up to Rs. 5 orores in the form of loans to the Presidenov 
Banks against export bills. It also reoommended the removal of 
war-time restrictions on the encashment of notes. The Government 
passed legislation to give effeot to these recommendations, 

mm 
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10. Hilton Young Commission. The Hilton Y oung Commission 

of 1926 recommended the establishment of a Reserve Bank to Whioh 
the sole right of note-issue was to be transferred. The obligation to 
convert notes into silver coins was to be withdrawn. The Paper Cur¬ 
rency Reserve and Gold Standard Reserve were to be amalgamated 
and the proportional reserve principle of note-issue was to be 

introduced. 


1 he establishment, of Reserve Bank was delayed until 1935. 
A Paper Currency Act was passed in 1927 according to which sterling 
securities in the Paper Currency Reserve were re valued %t Rs 13-1-3 
to a sovereign. No, other change; was effected. 


11. The Reserve Bank as the Issuing Authority. The 

Reserve Bank Act; ‘which was passed in 1934, gave the sole right of 
note-issue to the Reserve Bank of India whioh started its operation 
from the 1st of April, 1935. The note-issue funotion of the Bank 
was to be performed by its Issue Department. 

Ihe Gold Standard and the Paper Currepoy Reserves were 
amalgamated and the entire gold stock was transferred to the Bank 
which the Bank was to keep in its I ss ue D apart ment. 


The assets of the Issue Department were to oonsist of gold c,oin, 
gold t ullion, sterling securities, riipee coins and rupee securities. Of 
the total assets not less than 40 per cent had to consist of gold coin, 
gold bullion or sterling securities, provided that the amount of gold 
coin and gold bullion was not at any time to be less than Rs. 40 
crores in value. With the previous sanotion of the Central Govern¬ 
ment, however, the Bank might hold gold coin, gold bullion or 
sterling securities of less than 40 per cent of the assets for lpnitel 
periods provided that it paid a specified tar on the deficiency. ,In 
actual practice, however, the bank maintained a muoh higher per¬ 
centage of gold and sterling securities against its total Uf^litiep in 

the Issue Department. 


12. Expansion and Contraction o£ Currency. Under the 
Reserve Bank A«t, the assets of the Issue Department, as we have 

seen, wore kept in the form of 

(t) rupee coin including rupee notes ; 

{it) gold coin and bullion ; 

(iit) rupee securities, including treasury bills } and 
(iv) sterling securities. 

Expansion of currency could be effeoted by increasing any o t 
these forms of assets and issuing notes of equal value from the Issue 
Department. Contraction of currenoy was similarly effected by 
withdrawing notes from circulation and reduoing any of the assets. 
“Ordinarily in the oase of expansion the Bank increased the assets 

of e Issue Department by transferring rupee or sterling securities 
or Loth from the Banking to the Issue Department or by creation 
of ad hoe treasury bills; and in the oase of contraction, reduced the 
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assets by transfering securities, rupee or sterling, or both, from the 
Issue to the Banking Department, or by cancellation of ad hoc trea¬ 
sury bills held in the Issue Department.*’ 

An enormous expansion' of note circulation took plaee during 
the war. T^ero nQtes werp ,issped agiyist sterling securities accumu¬ 
lated due to the circumstances, arising out of the war. The total 
notes in circulation when the war broke out in September, 1939, 
were of Rs. 182 orores. On tfa, 3r;d pf August, 1945, the figure stood 
at Rs. 1,133 orores, an increase of about Rs. 951 orores. The 
inqrieiasp in, sterling securities during the samo period- was to the 
vain.© of Rs. 975 orores. 

. • The effects of World Wax II on the Indian currency system are 
discussed in the next chapter. 


CHAPTER XXX 

INDIAN CURRENCY AND EXCHANGE DURING 

WORLD WAR II AND AFTER 

During The War 

1. Introduction. The outbreak of World War II in Septem¬ 
ber, *1939, threw the old currency problem into the background and 
oreated new ones. The most outstanding currency problems of the 
war related to exohange control, enormous inorease in the volume of 
currenoy and consequent rise in prices, war finance and accumulation 

of sterling. 

2. Effects on Currency. The main effeots of the war on our- 
renoy were : (i) Rush for the conversion of notes, and consequent 
(ii) rationing of rupees, (iii) issue of one-rupee and two-rupee notes, 
(iv) issue of new eight-anna pieces, (v) issue of new rupee ooins of 
smaller silver content, (vi) withdrawal of old standard rupees and 
(vii) the enormous expansion of the oiroulating media. The demand 
for conversion of notes, which prior to June, 1910, was less than a 
crore of rupees per week, increased to Rs. 4 orores per week. The 
stook of rupees in the Issue Department of the Reserve Bank decrea¬ 
sed from Rs. 75.47 crores at the beginning of the War to Rs. 32 orores 
by July 5 1940. It was, therefore, deolared an offenoe to acquire 
coins in excess of personal or business requirements There was an 
acute shortage of rupee coin and small coinage. These difficulties 
were, however, overcome by the Reserve Bank and arrangements 
were made to meet the reasonable requirements of the people in 

this connection. 

To meet the soarcity of rupees, the Government issued one- 
runee notes on June 24, 1940. These notes were not convertible into 
rupee ooins. In February, 1943, two-rupee notes were also 

issued. 

New half-rupee coins were issued in 1940 to meet the growing 
demand for 4-anna and 8-anna pieces. To prevent their hoarding 
and to economise silver, the silver content of these corns was redu- 
ned from 11/12 to 1/2 fine. In the same year new rupee coins were 
issued containing 90 grs. of pure silver and 90 grs. of base metal, 
having a security edge device as a safeguard againsfc counterfeiting 
Oueen Viotoria rupees and half-rupees oeased to be legal tender 

‘Slat March 1941 King Edward VII rupee aud half-rupees 
si 5K 1942. and King George V and King George VI 
standard rupees and half-rupees after 31st May, 1943. Thus etan - 
ard silver coins of 11/12 Queues were progressively replaoed by 

quarterney ooins of i fineness. 
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. But the most outstanding effect of the war was the enormous 
expansion in the circulating media with its attendant consequences. 
To this we shall devote a separate section and also to other develop¬ 
ments during the war, 

3# Exchange Control. —We have seen in a previous chapter 
that during the decade before the outbreak of the present war the 
Government found it difficult to maintain the rupee-sterling rate 
at Is. 6d. It was accomplished partly by contraction of currency 
and partly on account of the export of gold after 1931. The ehief 
cause of the difficulty was the serious falling off in our export surplus 
during the period of acute agricultural depression. With the 
outbreak of the war export surplus revised on account of consider¬ 
able export of war materials from India purchased on behalf of His 
Majesty’s Government. The Reserve Bank was consequently able to 
buy sterling in large amounts and there was no difficulty in main¬ 
taining the rate at the statutory level of Is. 6d. 

While the rupee remained, on the whole, firm in relation to 
sterling, it depreciated in relation to the dollar, yen and the Contin¬ 
ental currencies following the slump in the sterling. With the peg¬ 
ging of sterling to the dollar at 402 the rupee*dollar exchange 
became steady (at about 332 per 100 dollars). 

Following Great Britain, the Government of India also under¬ 
took to control exchange. Under the Defence of India Ordinance 
of 1939 (Part XIV) the Government was authorized (i) to impose 

restrictions on purchase of foreign exchange, (n) to acquire foreign 

exchange ; (Hi) to impose restrictions on purchases and export of 
securities ; and (iv) to acquire foreign securities. Accordingly the 
Government required that all foreign exchange transactions should 
be put through authorized dealers controlled by the Reserve Bank 
through its newly oreated Exchange Control Department. 

. purposes of exchange control, the Empire was regarded as 
a single currency unit and was called the sterling area. No restric¬ 
tions were put on the free transfer of funds within this area. The 

purchase and sale of currencies outside the sterling area were subject 
to rigid control. 4 


No remittances were allowed to any country outside the ster¬ 
ling area unless the remitter filled in an application form stating the 

berea S niJd r for hlC ^ the remi J tance . was required. Remittance might 
, fiuired for (») payment for imports—this was allowed provid- 

\ a » P J h ant P. rodnc ; ed osteins entry forms as evidence that the 

ces fir travTllinT P ° d lnt ° India 5 (») petty private remittan- 
Hmit onlv ^ ex P en , 8es - th ®«e were allowed np to a certain 

Accountants or other suitable evidence of their being bona /Zdfnlv 
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approved purposes. They vrete designed to prerent ahy flight of 
capital and to make speculative operations in exchange impossible. 

import Cdntrol. At first banka were given considerable latitude 
in the sale of foreign exchange. But as the war advanced their 
privileges had to be curtailed. Subsequently they could only sell 
exchange, without prior reference to the Reserve Bank, for making 
payments for licensed imports and a.few pnvate remittances. A 
rigid control on imports was instituted. No import was allowed 
from ontside the sterling area without licence. 

Export control. With the development of exchange ebntrol 
it was found necessary to institute control on the proceeds ofe itporta 
from India to countries outside the sterling area. The 
therefore instituted an Export Control Scheme “The objects of the 
export control scheme are to ensure, first, that the foreign exohange 
proceeds of exports are returned to India and not retained abroad, 
and secondly, that exports are financed in certain specified ways so 

maximum exohange value is obtained* . 

h The balances accruing to Indians (and other citizen of the 

Empire 6 countries) in the W M.-W 

the British Government and -constituted the Empire DollaT fool, 

to be utilized for purposes of war. . 

Control on bullion securities and foreign turrenfoi*. In 
Edition to ordinary commodities control was also exercised over 

export and import of bullion, securities and enrrenoy notes. Bx- 

Kn^fbnt were freely permitted provided they did not mvoWe 

the expenditure of any important currency, especially dollars. 

As regards securities these could not be SCqtlired^ftbnJ «ay 

person not residen ^ BeTVe Bank.- For export of foreign 

the nrities m ifoence was required which was only allowed if the foreign 

exchange pmSs were surrendered to the foreiga agente ofa hank 

in ^S'riotions were also placed on the taking of jewellery and cash 
i nf lnd.a A specified minimum could be taken out without 
v Ut nPfi but beyond that a licence had to be taken from the Ex¬ 
change Control Department of the Reserve Bank. 

Currency notes could not be imported from omintnes occupied 

bytheeasmy. Thiawaa w p^ oountriM . Proviaion, 

however ias Jade to encash notes in possession of tow fidt 
evaouees from the ooonpisd areas. th . ^ 

WAV-time Absorption of Currency JV 


4 


currently 


enormous expansion dTredt impact*** 

apeot^uUrchaTaote ,,, Q P the ist^SeptemberJtm 


dailV life 
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there were Rs. 182 b 13 crores worth of currency notes (issued by the 
Reserve BankV m active circulation 1 ' in India. On the 19th of 
October, 1945, this figure stood at R 9 . 1159*85 crores. This means 
an increase of Rs. 977*72 crores or over 536 per cent. 

From September, 1939 to August, 1945, the total absorption of 
rupee coin amounted to Jbts. 142*16 crores, and of small coins 
Rs. 67 59 crores. 

There wa9 also an increase in bank deposits, which in the case 

of scheduled banks (only their figures are available) amounted to 

Rs. 460 crores from the beginning of the war up to 31st March, 
1945 * 

Thus during the whole period of the war the total increase in 
circulation was Rs. 1,198*64 crores. Of this increase 82*5 per cent 

was due to the increase in the note Issue, 11*9 per cent to rupee coin 
and 5-6 per cent to small coins. 

j^bore was, however, a decline in the velocity of currency 
circulation due to increased propensity of hoarding engendered by 
the danger of the war. The public, the banks and the business 
concerns were all anxious to maintain a highly liquid position. 

But this decline in the rapidity of currency circulation was too 
teebJe to blunt the edge of currency inflation. 

5. The Rise in Prices. Side by side with this expansion of 
currency thgre was un enormous rise in the general price level, as 
shown by the table given below : 

INDEX NUMBER OF WHOLESALE PRICES IN INDIA 


(Week Ending J9th August, 19.39=100) 

Y Agricultural Raw Manufac- General 

*ear commodities materials tures index 

1939-40 ... J27 1 1 q , 0 . 

1945-40 ... 273 >25 5« 

cf Jm DorVh Cl T„ re '* ti0n between riae iD P fioes ■»« expansion 
M«oo“,5ion .'- Th foll °” n, 8 quarterly indices indicate this olose 


• • • 


• • • 


General 

index 

126 

245 


JURY 1939=100 ' 

(All Figures Re£er to the First Quarter of Each Year) 

N 0j es in circulation ^ 1944 1945 1946 

Wholesale prices * 356 505 613 705 

Demand deposits " , 0 * ^58 209 301 295 

a . , . - 106 167 273 390 455 582 

previous have seen In a 

created to Sot such *h» tone Department had to be in- 

shown by the following SJZTTnS ““L did * ake P la ° e > « » 
the Issue Department und°er t he v°r?e°! *" “““ ° f 

Banking Department5 ,atl ° n= T ° tal notea is8ued minus notea held in the 
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) or increase (4-) over the figures of 
1-9 1939 on 31-8 45. 

Rs 


1. Gold coin and bullion 

2. Sterling Securities 

3. Rupee Coins 
Rupee Securities 

5. Total Assets 

Total Notes issue 


♦ • • 


in erores 

Nil. 

+ 974*8 
- 58*4 
+ 20 5 
+ 936 9 
+ 036-9 


Total isotes issuw • •• •** _ 

‘fib? fo,m“or sterling ' in London. This money, in other words, 
was lent by India to England. 

How did India get these sterling resources, and why were they 
„ J i_ • _ _t War Finance —Some money was spent by 

7. Mecha “ s “°V^ n ieh“”f of India for war purpose^. This 
the Government of ^ In lar budget of the Government under 

expenditure for defence. Anart from this, the Government 

partly by loam °i considerable money on behalf of 

of India spent y Allied Governments for the 

HiB Majesty’s Government and other AU these supplies 

sms rs 

Charges and p^tly it was u 3 ed for repaymen ^ 

India’s sterling debt and the I Q Ufj or sterling ee . 

Government. The aa a93efcg Q f the Reserve Bank of India, 

curitles were kept in Londo ag9 ets of the Banking Depart- 

rupee finance arose. A?amst these ^ by ^ IndiaQ Qovern . 

Tent tpurchas 1 : war supplies mentioned above. It was thus that 
currency expansion oocurred in India. Becur ifcies 

But all the sterling that J^^ve Bauk in ? this way. 

Part of it was purchased by the «eserv ^ ^ mftke pay- 

those who imported goo s +“ Below are given details of the 

rS—'fs!“rtg 3 the ' way th, stoob of —mg « 
utilized Rs. in orores 


1. 

2 . 

3. 

4. 


as i;n 

to March, *946 Majesty's Government 

Sterling pnyinents by “ 1S luaje y 

Other sterling credits Total received 


• •• 


• •• 


• •• 


• • • 


# t • 


64 

813 

1632 

45 

2654 


523 


CURRENCY AND EXCHANGE 


1. Sterling utilized for debt repatriation 1 2 up to the end of 

March, 1945* 

2. Sterling commitments of Government 

3. Sterling sales to public 

4. Sterling holding of the Reserve Bank at the end of 

March, 1945. 

Total 


411 

344 


• • • 

• • • 


1724 

2654 


8 Rupee Securities —Currency expansion took place not 
only on account of the inorea3e in sterling securities but, as we have 
already seen, also on account of the increase in rupee securities. 
Previously under the Reserve Bank Act these securities could not 
be held in value of more than Rs. 50 crores But by an Ordinance of 
February 1941 this limit was abolished. This enabled the Govern- 
ment to borrow from the Reserve Bauk (through the issue of 
notes) against its Treasury Bills or I.O.U.s. Some of these rupee 
securities wete substitutes for the sterling securities held by the 
British oreditors before the debt was repatriated. In so far as the 
sterling debt was paid through internal borrowing from the public, 
no expansion of currency took place. 

9. Inflation Controversy.— The enormous expansion of 
currency and the rise in prices in 1943 led to the controversy* 
whether this phenomenon could be regarded as inflation. One view 
represented by the Finance Member of the Government of India, the 
late Governor of the Reserve Bank and a few ofchbrs was that there 
was no inflation in India. The other view held by most of the 
Indian economists and non-official public men was that a very 
dangerous form of inflation had developed in India and, if left un¬ 
checked, would bring disastrous consequences to our national 
economy. 


Those who denied the existence of inflation In India based 
their opinions on the following grounds : (a) That notes were being 
issued against sterling securities as provided by the Act, henoe there 
could be no over-issue ; (6) that as long as all the resources of the 
country were not fully employed, additional note-issue could not 
lead to inflation, (c) the rise in prices was due to scarcity of goods 


1. As regards the method of sterling debt repatriation, see the appropri¬ 
ate section in the chapter on India's Public Debt. H^re it may be noted that 
the accumulation of sterling resources enabled India to reduce her sterling 
debt from R 3 . 46J9 crores in T 938-39 to Rs. 37*4 crores by the end of 
1945-46. • To this extent the English oreditors were paid off Some of this 
debt was transferred to Indian creditors by internal borrowing by the issue 
of rupee securities (rupee counterparts) to the public. Some was taken up by 
the Reserve Hank. Bence the increase in rupee securities with the Bank. 

2. If inflation is to be defined as an expansion of the purchasing powet 
due to borrowing from the central hank to meet a budgetary deficit, then 
inflation in this sense does not exist in India. On the other hand if inflation 
is to be defined aa a state of affairs arising out of the failure to meet the 
whole of the expendi ure of the Government of India and of the Allied Govern¬ 
ments by moans of loans «nd taxes raised in India, then inflation may be 
said to exist, since n. certain • proportion of the rupee resources required to 
finance the w roosts, in this wider sense, has b»en obtained by the sale of 
foreign exchange to the central institution, — Sir Theodore Gregory. 
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needed for civilian consumption due to diversion of resources for 
purposes of war. Therefore the real remedy was to increase the pro¬ 
duction of such goods. The rise in prices of foodstuffs was partly 
due to the stoppage of imports of rice from Burma, but was also 
due to hoarding, profiteering and lack of transport facilities. The 
remedy was to stamp out hoarding, control prices and profits and to 
make transport facilities more efficient; ( d) that the increase in 
currency was a result, not a cause, of high prices, high prices being 
due to scarcity of supply in relation to demand. 

10. It was Inflation. —The real truth was that the war-time 
rise in prices was due to inflation. All the argu ents given to 
prove that there was no inflation in India contained a certain 
amount of truth in them, and that was why confusion arose. Let 

us examine them. 


(а) It was true that if goods could move freely into and out 
of India, issuing of notes against sterling securities would not 
have caused over-issue. Sterling securities would not have 
accumulated to this extent with the .Reserve Bank. Goods exported 
from India would have been pa d to a large extent by imports into 
India which oould not come due to conditions of war and exchange 
control. Merely the existence of sterling securities 6,000 miles 
away could not prevent the rupee from depreciating in terms of 
goods in India when such goods did not increase as fast as the 

means of purchasing them. 

(б) The theory that so long as the resources of a country are 
not fully employed additional currency does not cause inflation is 
true only under the assumption that these resources can be fully 
employed within a re sonably short time. India's potential 
resources may be enormous. But the point is, could they be fully 
employed within a reasonably short period ? It would appear that 
to th/extent that such resources could be employed from the short 
period point of view they were already fully employed. The scope 

firms had expanded. New plant and equipment was difficult to 
t In sericulture the pressure on the soil wa3 already great. 

Crease the production of one thmg 'foodstuff) >mphe 1 a 
\ « ; n the production of another (non-food crops). The 

optimum limit of employment had already been reached long ago. 

Additional currency thus caused inflation. 

(cl Scarcity of particular goods might have led to a consider- 

able rise in th “' ‘Cher than of goods. Issuing 

money drat w.to the hop^ that .upp^ »< by t 30 

SSTSr P m, C t pTvent inlation, egen if price control 

had succeeded. 


CURRENCY AND EXCHANGE 


525 


The increase in currency is a cause as well as a result of 
rising prices* Once the process of inflation starts it feeds on itself. 
More currency in circulation leads to higher prices ; higher prices 
demand more currency for making the same amount of purchases ; 
the new currency pushes the price still higher, and thus the spiral 
of inflation comes into existence. The initial drive usually come3, 

and in India it did come, through currency expansion. 

# 

“ For all practical purposes/' wrote Prof. Vakil at the time, 
“this operation (issue of notes against sterling received in London) 
is similar to the creation of artificial^ purchasing power by means of 
printing press by a Government in need, as was practised during 
the last war by several countries. 1 This was inflation because 
inflation is nothing more than a state of affairs when the volume 
of currency goes on increasing without being accompanied by a 
corresponding increase in production/’ 2 And this was what 
happened in India. From the point of view of the immediate 
present, the existence of sterling securities in London was entirely 
iipelevant. 

11. Evils of Inflation —Inflation is a very serious disease for 
any country to have It leads to many economic and social 
injustices and is fraught with political dangers if left to follow its 
course. Its evils are many : (i) By raising prices it seriously 
curtails the purchasing power of the currency unit and thus brings 
untold hardships on people with fixed incomes. After the war 
of 1914-18 many families in Germany were ruined on account of 
inflation. Even if bonuses and allowances are given by the em¬ 
ployers, they rarely compensate for the whole of the rise in the 
cost of living, (u) Inflation ruins creditors because they receive 
in real goods only a small portion of what they had lent daring 
the pre-inflation period. (iii) Inflation encourages hoarding of 
commodities by consumers and also by middlemen in expectation 
of higher prices in the future. This creates scarcity and distress 
if the commodities are essentials of life. The scarcity of foodstuffs 
prevailing in India was partly due to suoh hoarding, (iv) Inflation 
is a form of hidden taxation, but taxation of the worst kind, 
because it imposes higher burden on the people with lower incomes. 
The rich make money during the war and do not mind paying 
more for their purchases. Tae poor can hardly keep their heads 
above water, (v) Due to all these evils inflation oreat 93 a genuine 
discontent and hostility against the Govern neat espejially, as in 
India, if it is not a Government of the people themselves. Suoh 
hostility adversely affects the war-effort. The Russian Revolution 
of 1917 and the rise of the Nazis in Germany can be attributed 
to the social discontent created by inflation during and after the 
Great War (1914-18). 

1. C. N. Vakil: Financial Barden of tha War on India, p 72 

2. Ibid, p. 58. 
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It is because of such evils that all modem countries 1 , e. g., 
the United Kingdom and the U.S.A., took every paina to avoid 
inflation. Thus compared with July 1939, by the end of 194 >, 
while pric 's in India had risen by 180 per cent, in the United 
Kingdom they had risen only by 73 per cent and in the United 

States by 43 per cent. 

12. Suggested Remedies —The root cause of inflation in 
India, as we have seen, was the defective system of financing the 
purchases made in India on behalf of His Majesty s Government 
and the Allies. Payments were reoeived in London, and this 
sterling was converted into sterling securities to be kept in the 
Issue Department of the Reserve Bank. Against these securities, 
notes were issued iu India for making payments to the Indian 
sellers of goods above-mentioned. The most important remedy, 
therefore, was to change this system of war finance. Thus : 

(i) The Indian Government should not have reoeived payments 
in terms of sterling in London. Payments from Britain and her 
Allies should have been received in either some or all of the 
following forms (a) gold, (6) machinery and other capital goods, 
(c) by liquidation of British assets in India (d) by raising rupee 
loanJin India on tehalf of Britain and her Allies on the security 
of British assets in India. As a result of all these 1 

would have been no sterling securities available to form part o 

the assets of the Reserve Bank against which notes could be 
issued. 

(») The Government cf India should have provided rupeea for 

Allies only to the extent of tne amount that it r ““ g 

own expenditure. Sterling payments could be received to th« 
extent, but this sterling should have been kept asi a-baton 
London, if necessary, but not transferred to the assets 
Reserve Bank’s Issue Department. 

Apart from these, other anti-inflationary measures should have 

power a. poeeible from the hands of the pnblio to the h ands 0 _ 


1 . 


The following statistic* of notes issued and wholesale 
show how prices rose much more in India than m the 

U.S.A : 

July 1939= 100 


price indices 
U. K. and the 


1st <\ 


Year 

uarter of 19 49 

1941 

1942 

1943 

1944 

1945 

1946 


• • 


• • 


9 f 


9 * 


• • 


t 9 


9 9 


India 
Notes 
132 
130 
204 
356 
505 
613 
05 


Price 

125 

120 

154 

233 

298 

301 

295 


U. K. 

Notes Price 
130 
152 


TJ.S.A. 


104 

118 

147 

180 

212 

240 

260 


161 

165 

167 

170 

175 


Notes 
108 
133 
187 
/ 277 
382 
491 
' 531 


Price 

104 

108 

128 

136 

138 

139 


See Roservo Bonk Report op. cit (1916 40), p. 5 






527 


CURRENCY AND EXCHANGE 


Povernment These measures were of three kinds : (t) those 

SIS to retrenchment and taxation, («) those relating to loans 
and (it?) those relating to price control and control of articles of 

consumption. 1 

Such measures, to some extent, were .taken by the Indian 
Government. It was necessary to lower the inflated salaries offered 
by the Government to attract people for new posts created for war 
purposes. Taxation was put high, but it could have been still 
hie her especially from those whose earnings were increased by the 
war. The problems of war loans and price control are discussed in 

their proper places. 

The Present Problems . 


13 Peculiarities of the Indian Currency System—Before 
we discuss the main currency problems, we may note some peculiar 

features of the Indian currency system. 

(1) We have no standard of money and ‘there is no definite 
objective norm or measure by which charges in values or develop¬ 
ments in the National Economy can be gauged.’ The rupee is not.a 
standard coin. It is represented as a fraction of pound-sterling, 
and the only guarantee of its stability is the- obligation of the 
Reserve Bank to maintain the rupee-sterling rate. But the value 
of pound-sterling is itself subject to fluctuations. Hence the 
stability of exchange is really no guarantee of the stability of the 
Indian currency system. This, however, is true of most of the 
currency systems of the world. But in other countries there is 
a tendency to revert to the previous norm or standard, however 
impossible it may look. But we are not working for any such 
goal. The rupee has to be emancipated from its dependence on 
sterling in order to restore it to the position it had in the last 
century. Now that we are a creditor country, it should not be 
difficult of realizat on. 

(2) On account of abnormal rise in the price of silver, there is 
no possibility of making any profit from the coinage of rupees or 
subsidiary silver coins. 

(3) The progressive debasement of the rupees in recent years 
has brought it very near to the paper currency, although rupee 
coins may continue to be used for sentimental reasons. In 
course of time as banking habits develop, notes may largely re¬ 
place paper currency and the expense of using matallic money and. 
of keeping large metallic reserve may be avoided. . 

(4) There is no fixed standard of value in terms of which currency 
notes are expressed. Besides this there are two glaring difficulties : 
(a) Though the notes are unlimited legal tender, they are not 
convertible in gold or silver but only in legal tender ; (t>) The second 
difficulty is “ the dependence upon sterling of the currency note 
for convertibility in the shape of sterling securities.” The 


1. Vakil op. cit., p. 97'. 
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likely fluctuation of the pound-sterling is a source of weakness. 
The sterling securities cannot be realized and hence the notes 
backed by them are really inconvertible. 

(5) The Indian currency system is not capable of automatic 
expansion or contraction in response to changes in trade or to meet 
the requirements of growing economy. The rupees once put into 
circulation seldom return when their need is over, they are hoarded. 
Again, when new rupees are wanted, they must come from the mint. 
This puts a severe strain on the country’s resources and large 
purchases of silver for the purpose upset the country’s balance of 
trade. The note issue also lacks elasticity, as reserve has to be 
maintained. “ Paper money would be unable to render its full 
service to the country’s economy, so long as the reserve provisions 
are rigid as today, with sterling securities predominating ; and so 
long as a close oontact with the aotive features of the country’s 
economy, particularly, in regard to domestic and foreign trade is 
not provided.” 

^ (6) “ There is no co-ordination between the total value of 
money of all kinds in circulation and the aggregate national 
economy. There is very little of the so-called ‘deposit currency’ 
which every modern commercial country tends to develop more 

and more. There is no correlation...between the total volume of 

money in circulation.and the economic needs of the country, 

its productive capacity or dis ribution requirement ” 

14. The main problems. The main currency problems of 
India relate to the problem of the standard, the problem of ratio, the 
problem of the sterling balances and that relating to international 
monetary co-operation. 

15. The Problem of the Sterling Exchange Standard. —In this 
connection the following choices are open to India :— 

1. Keeping to the st-erling exchange standard. 

2. Adoption of a dollar exchange standard as now. 

3. Taking to the gold standard. 

4. Keeping the rupee free of any legal link. 

Those who favour the sterling link point out to the importance 
of sterling as an ultimate means of payment for Indian 
exports. It is likely that, in spite of the schemes of international 
currency co operation, the sterling bloo will embrace a large 
area of the world and the sterling link will facilitate India s trade 

relations with this area. 

On the other hand, those who are against the continuance 

of the sterling standard oppose it largely because “ they 
economic situation of the United Kingdom will pi event the full ana 
free utilization of sterling balances, i.e., they fear that sterling wi 
not be a secure basis for multilateral exchanges, and thay also tear 
that there may be post-war inflation so that the value of sterling 
in terms of commodities will decline”. 1 __ , _ 

1. Gregory : Indian Currency (Kitabisi an), p. 10. 
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It is further pointed out that advantages claimed for the 
sterling standard in the past no longer exist, nor the reasons for 
which England insisted upon the sterling link. Our sterling debt 
has practically disappeared. Some of the British assets in India 
also have been transferred to Indian hands. Homo Charges 
have been wiped out. Moreover, England now is a debtor country 
and is not the best place for keeping] balances for exchange 
stabilization. England, on her part, wants to keep sterling free 
and there is a possibility of sterling depreciating in terms of the 
doPar in view of the comparative prices and costs in the U. K. and 
the U S.A. Thus the sterling link will leave the rupee at the mercy 
of British ourrenoy policy irrespective of the needs of India. 

Ultimately, however, the advantages of the sterling link will 
depend upon the extent of the sterling area and our trade with 
such an area. Sinoe we have joined the International Monetary 
Fund, our currency has developed a new link and the sterling 
link has become correspondingly veak and unimportant. It is no 
longer appropriate to describe our standard a Sterling Exchange 
Standard. Sterling link has not benefited us in the past. It has 
prevented us from following an independent currency policy, and 
it has been responsible for inflation in the country. But considering 
that our commercial and political relations with the U.K., in spite of 
our having declared our independence, are still very close and wide, 
the rupee will, in practice, maintain intimate relationship with 
sterling for some time to come at any rate. 


16. Dollar^Standard. —Some people suggest a dollar standard 
for India. Various arguments can be advanced in its favour. In 
the first place, dollar has a high prestige. The United States has 
come out of the war as the most important single economic unit. 
But in order to have a dollar standard we must build up a Dollar 
Reserve Fund. This could be done either by loans or by 

creating a large export surplus with America. A third method 

would be to induce Great Britain to convert a portion of our 
sterling balances into dollars. It is unlikely that Inlia will be able 
to negotiate a loan with America since there are so many claimants 
including Great Britain and West European countries for such 
loans. Building a dollar reserve by surplus exports will also be 

difficult. We can offer very little to the United States in 

normal times. As regards conversion of assets, suoh a transaction 
carried on a large scale would “ probably be interpreted as a 
capital transaction and hence be subject *to control’' 1 by Great 
Britain. Even if a reserve oould be built up, linking of the rupee 


with the dollar will impart to our economic life a great element 
of instability sinoe American economic activity tends a swing 
through a very wide arc. ” . As an exporter of primary products, 
the prioes of which are subject to great fluctuations, India has her 
economic life already subjected to elements of instability. The 
dollar link will add to this instability because it will involve linking 
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of the “prioe and coat Btructures” (the relative relations of price* 
and costa) of the two countries. 

17. Gold Standard.— The case for a gold standard is not 
as strong now as it was in the past. No doubt gold will play an 
important role in the International Monetary Fund, 1 it is not 
likely that gold standard will be adopted by a large number of 
countries. If the rupee is linked with gold, a fluctuating relation¬ 
ship will be established with the currencies of the non gold standard 
countries, e.g ., those on sterling. Moreover, India will not possess 
enough reserve of gold to justify her undertaking the sale of un¬ 
limited quantities of gold, which the gold standard involves. 

18. The Free Rupee.—Finally is the suggestion to have the 
rupee free of any particular link. This implies leaving the rupee 
free to find its value through the play of market forces. Several 
advantages are claimed for this policy. The strongest argument 
in its favour is that it will enable India to offset price changes in 
the outside world by varying her exchange rate. This will leave 
our domestio prices and costs undisturbed. For instance if during 

the last economio depression we were free to change our exchange 

rate as we liked, India could have prevented the excessive fall of 
prices in this country by lowering the external value ol the rupee. 

The advantages of free exohange are sustained if only a few 
countries adopt it. Otherwise the danger is that countries may 
atart competing with one another in depreciating their exchanges 
as was the experience during the past depression. Such a policy 
led to intensification of trade barriers which restricted international 
intercourse. Wide variations of currenoy rates are not permitted by 
the iuleB of the lnternatioi al Monetary Fund and India as a 

member of the Fund is bound by these rules. 

Absence of legal link, however, does mean that the rupee 

should be left to the unrestricted forces of the market. There may 
be no de jure (according to law) link with gold or any other currenoy 
but de f ado (according to the fact) f uch a link may be maintained. 
For instance, India may adopt a gold link without undertaking any 
legal obligation to sell unlimited quantities of gold. Such a stabi- 
lization may be as effe ctive in practice as a formal gold standard. 
This method admits of possibility of exchange variations But 
this does not mean that frequent variations will actually take 
place. A similar de facto link can be maintained with sterling. 

or dollar, without making it legally bind ng. 

19. The problem of ratio.- A keen controversy has always 
centred round the ratio question in India But sinoe 1939 the 
controversy has almost completely subsided. As a member of the 
I. M. F. we have declared our initial ratio as Is. 6d. Is it a correct 

decision^ ^ Q f a correo t ratio is that there should be harmony 

between costs and prices. '• The rate of exohange is an index ot 
relationships of prioe levels, bal ance of payments, tempo of 

•*" See section below. 
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economic development, etc. subsisting at any time between 
different countries . 99 Considering all relevant factors it seems 
Is. 6d. is a fairly correct index of such relationships. It does not 
seem to be out of harmony with the existing economic conditions 

in India. 

The prices in India are very high and we cannot therefore 
lower the ratio lest prices should rise still higher. Similarly, we must 
keep to the higher ratio because it cheapens imports and we want 
to import capital goods and essential consumers’ goods. For 
some time we are going to import more than export. 

A change in the ratio is necessary to rectify maladjustments 
in the economic system or bo build up a favourable trade position 
or to ward off booms and slumps from abroad. There is no serious 
maladjustment at present that we have to correct and for the 
other two objects monetary oo-operation, rather than independent 
and isolated action, is essential. As a member of the Fund we 
are precluded from any such unilateral action. 

On the whole, therefore, the decision to stick to Is. 6d. is a wise 
decision. In case any change is called for, it can be easily effected 
as the rules of the Fund permit 10 —20% variation in the ratio. 
The whole position may have to be reviewed when economio 
conditions and the price levels in the world at large have become 
settled. 

20. Sterling Balances —Accumulation of sterling attracted 
much attention during the war. But India has always held some 
sterling in Loudon as a part of the paper currency reserve. The 

amount thus held immediately before the war was £ 48 million 
(Rs. 64 orores). 


The accumulation of sterling during the war, however, was a 
spectacular affair. The sterling balances reached the peak figure of 
Rs. 1,733 orores in 1945-46, came down to Rs. 1,612 orores in 1946-47 
and to Rs. 1,565 orores in 1947-48. The principal source of this 
accumulation was the reimbursements in sterling to the Govern¬ 
ment of India by the United Kingdom for the purchase of stores and 
other materials and certain other expenditure incurred by us on their 
behalf and on behalf of other Allied Nations. A Section of the 
Reserve Bank Act, which imposed on the Bank the obligation to buv 
sterling to an unlimited extent, was utilised for financing these 
supplies. It was not intended that this section should be utilised 
for such purposes. The payments in sterling made by the British 
Government were handed over by the Government of India to the 

R r e !u rV £ Bank in exohan g 0 for rupees. Tney a;e now the propertv 
of the Reserve Bank and have been invested or deposited wifh 

the Bant of England. They are held by the Reaerre Bank paTSy 

in the Issue Department and partly in the Banking Department as 
assets against liabilities. * 8 


But there were other sources of sterling too. (a) Dollar anr 
other non-sterling assets held by Indians acquired compulsorily 
and taken to the Empire Dollar Pool; (b) annual doliars P due tc 
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normal trade balance and those resulting from Amerioan military 
expenditure in India. These were also acquired and taken to the E.D. 
Pool ; (c) Annual balance of India’s external account ; (d) direct 
purchases of food and other materials oy the British Government ; 
and (e) expenditure incurred by Britain under Defence Expenditure 

Plan. 

The following table gives some details of the acquisition 
and dispos'd of sterling : — 

Sources Hs. in crores. 


1. Sterling assets held by the Reserve Bank (at the end 

of September, 193^) 

2. Sterling purchase by the Reserve Bunk (September, 

1939 to March, 1941- 

3. Sterling payment by fciis Majesty’s Government 

(September, 1939 to March, 1945) 


64 

644 

1292 


Total amount available for disposal 

Disposal 

4 . Stewing amount utilized for repatriation schemes, 

(September, 1939 to March. 1945), 

5. Other sterling commitments (derived figures) 

(September 19*9, to March, 1945) 

6. Sterling holdir ga of the Reserve Bank (at the end 

of March 1945) 


2000 
Rs. in crores 

411 

226 

1363 


Since March 1945 our sterling assets have inoreased from Rfl. 
1,363 crores to about Rs. 1,560 crores (October 12, 1945). In June 
1948 it stood at Rs. 1,547 crores. This is the amount which has to be 
‘repatriated’. It is a debt which Great Britain has incurred from 
India. Most of it was a “forced debt” and emerged beoause of the 
inflationary methods of war finance adopted and of the compulsory 
acquisition of India’s dollar resources. British opinion, however, 
hesitates to regard it a debt in the ordinary sense of the word. The 
Indian point of view is that this sterling represents painfully ao- 
cumulated savings of the Indian people and must be repaid to the 
last penny in the interest of reconstruction of India’s economic 

life. 

The British opinion did not openly repudiate the sterling debt 
but propaganda in the Press was started perhaps with a view to 
paving the way for considerable reduction. “America also favoured 
a sharp scaling down of these balances. It was argued that the 
apportionment of war expenditure let off India lightly, otherwise the 
paradox of a poor country turning overnight into a creditor country 
would not have appeared. It was further said that inflationary 
prices were charged for goods supplied by India. At any rate, India 
made sacrifices in common with the Allies to defeat a common foe 

and could not claim the price. 


But the fact is that India bore her full share of the war burden 

which was out of all proportion to her income and resources. It 
was prov ed that the goods were supplied at controlled prioes which 
were very low India oinnot be made the scapegoat and made to 
bear the ‘donkey’s burden’. The aooumulation of the sterling assets 
has meant a severe strain on the entire Indian eoonomy. The strain 


533 


CURRENCY AND EXCHANGE 

was caused by the postponement of internal consumption and the 
overwork of plant and machinery without replacement, and also 
the postponement of new development projects. The Indian people 
had to sacrifice the bare necessities of life to win the victory. The 
sterling assets thus represent our sacrifices and suffering, our blood 
and tears, and we are entitled to full payment to re-build our war- 
battered economy. It must be said to the credit of the British 
Government that when settlement was negotiated in June 1948, 
they did not suggest any scaling ^down and Shanmukhum Chetty, 
the then Finance Minister, was able to declare that the ghost of 
scaling down had been finally laid. 

21. Settlement of Sterling Assets.— It has been established that 
our sterling assets do not represent abnormal and improper war 
gains nor are they the result cf war-tine profiteering. They ale 
rather the result' of absention forced on us and they have meant 
untold sacrifices and suffering on the Indian people. They have 
therefore to be paid like an ordinary debt. 

But we have to look to the condition of our debtor. Economic 
situation in Great Britain is pretty serious. Her overseas 
investments have all been wiped out. Her shipping position has 
been considerably impaired. She has to reconstruct her war-torn 
economy. The foreign debt can be liquidated only by the transfer 
of goods and services. Thus the only way that the United Kingdom 
can achieve an orderly liquidation of the balances is by creating an 
export surplus, and obviously it would take some time for her to do 
so. Hence the time, the manner and the form in which these bal¬ 
ances have to be repatriated is a matter for negotiations. 

The sterling balanoes can be liquidated in the following 
ways:— 

(1) Importing goods from England. But it will not be to India's 
interest to import consumer goods which may compete with the 
products of Indian industries. We should utilise our sterling re¬ 
sources primarily for the purchase of oapital goods required for our 

development schemes. 

« 

(*) As Great Britain may not be able to meet our immediate 
demand for the goods we need, it will be neoessary to oonvert a 
part of sterling assests into ourrenoies of other oountries (notably 
U S. dollar) to enable India to make her purohases in the oheapest 
markets. A part of the gold and dollar assets held by Great 
Britain in Amerioa estimated at £ 87j million may be utilised for 
the conversion of sterling into dollars. A part of-American loan to 
Great Britain, too, may be placed at our disposal in e ^change for 
sterling. Prof. K.T. Shah has suggested that Britain should pay us 
by the removal of industrial plant, from Germany. 

(3) The British commercial investments in India may be 

acquired at reasonable prices. J 

(4) Sterling balanoes can also be utilised for (a) funding of 
pensions of Britishers who served in India ; (b) acquisition of share 
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in British air and shipping services ; (c) purchase of defence equip¬ 
ment, e.g.y aircraft, naval craft, etc, ; (dl training facilities to Indians 
in various establishments in the United Kingdom connected with the 
three Services, technical institutions and higher university education. 

22. Sterling Agreement of June 1948. —The discussions in early 
1947 between the two Governments on the matter of settling these 
balances were not conclusive, but an interim settlement was effected 
in August, 1947, relating to foreign exchange required by India for a 
period of six months. In January, 4.94S, the agreement was renewed 
for a farther period of six months. The main difference was the 
limitation on the extent of convertibility of our holdings in our No 1 
Account consequent on the suspension of convertibility provided 
for in the Anglo-American Loan Agreement. For the first half of 
1948, the convertible portion of sterling released was limited to £ 10 
million (Rs. 13 orores)/ These two six-monthly agreements had 
released £ 83 million out of which only £ 3 million could be utilised. 


The practice of obtaining releases for six months proved 
unsatisfactory because it oreated uncertainties in our foreign 
exchange position and seriously interfered with a balanced import 
policy. For planned economic development it was necessary to look 
ahead for a 4 reasonable period. 


The agreement entered into in January 1948 expired in June 
1948, and a fresh settlement was effected. According to this agree¬ 
ment, the U.K. agreed to release during the three years ending 30th 
June,* 1951, a sum of £ 80 million (Rs. 107 orores) which, together 
with the unspent balance in our Account No. 1, as on 1st July, 
1948, would place at our disposal resources amounting to £ 160 
million (Rs. 213 crores) over and above our export earnings during 
this period. The sterling balances of India at the time of negotia¬ 
tions of June, 1948, agreement were about £ 1160 million (Rs. 1,647 
orores) As there were already £ 80 million in Account No 1, no 
transfer would be made to it in 1949 but £40 million would be 
transferred each year in 1950 and 1951. In addition to £ 83 million 
sterling released, India took a loan of £ 11 million from the I.M.F* 
in 1948 to meet the current dollar deficit. 

In view of the various uncertain factors affecting the economy 
r the world in general and the U. K. in particular, the arrangement 
rplating to multilateral convertibility was confined to one year, and 
U waB agreed to limit multilateral convertibility to £ 15 million 

to our urgent needs. The Government of India had taken over 
flom the United Kingdom all their stores and installations which they 

left in India at the end of the war. The price to be paid for 

them was settled at £ 100 million (Rs. 133 crores). 

The Government of India also purohased from the U.K. 

retired from India. The price of these annuities was settled 
°t £ 1471 million (Rs. 197 orores) for Central pensions andi £ 20J 
pillion (Rs. 27 orores) for the pensions of the provinoea of India. 
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After deducting the above items, the net balances in favour of 
India would be approximately £ 800 million (Rs. 1,067 crores). 
Out of this, abcut £ 200 million (Rs 267 crores) may be considered 
as a normal currency reserve. Thus the balance available for use 
will be approximately £ 600 million (Rs. 800 crores). Interest at 
*75% is to be paid on blocked balances. 

. While commenting on the agreement the British business circles 
aid that India had secured better terms on two points, viz., pensions 
and stores, without giving any settlement on the question of scaling 
own. It was said that India had two birds in hand, while Britain 
has only one in the bush. But really the agreement was no achieve¬ 
ment from Indian point of view. 

This is not a final settlement. It does not cover the three large 
questions of funding India’s remaining sterling balances for repay¬ 
ment in British exports over a long period of years ; repatriation 
of British-owned commercial investments in India ; and scaling 
down. The question of scaling down may be raised by the British 
at" some later stage. Sir Stafford Cripps threw a hint of this to 
Mr. Churchill during a debate in Parliament. These agreements, 
and the sterling releases, based on them, have reduced India’s 
sterling bp lances to nearly half of the peak figure. 

As the position now appears, Mr. Chetty seemed to be unduly 
pessimistic about our ability to use the released balances. 

The agreement safeguards Britain against heavier withdrawals ; 
t does not guarantee India the supply of desired goods even to the 
extent of meagre sterling resources released. The British may not 
oblige India with the supply of goods she wants. If Britain seeks 
to make the obligation to supply capital goods in this way, then the 
Indian exports may be diverted to other markets so as to produce 
British export surplus. 

About the stores it may be said that it would not have been 
worth the while of the U.K. to take them away, most of which 
would have to be sold as scrap. 

As for the pensions it would have been perhaps better to with¬ 
draw the necessary amount annually from the blocked account. 

Indians had entertained very exaggerated expectations about 
these balances. The agreement has a sobering effect of bringing 
a sense of Teality.^SEbe agreement did not create much enthusiasm 
in India. Mr. Manu Subedar remarked, “More than half of what 
India had given in four years would still remain unpaid after eight 
years and still open to suggestions ofPscaling down...The value of stores 

was fictitious and highly exaggerated.Commutation of pensions 

cannot be regarded as an achievement, because England has made 

sure by this means of full payment to her nationals. It is a pity 

that the question of British assets in India was not even mentioned.” 

India has been heavily drawing on these balances. In the first 
ten months of 1948-49, th6 sterling assets of the Reserve Bank 
declined by nearly Rs. 556 crores. The withdrawals have been on 
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aocount of (a) payment for sterling annuities and defenoe Stores 
accounting for Rs. 284 crores ; (b) transfer of assets to Pakistan 
under all heads amounting to Rs. 177 orores ; and (o) to meet an 
adverso balance of payments on current and oapital account. The 
deficit on current account since the middle of 1948 in India s balance 
of payments has been established at Rs. 100 crores. According to 
June 1948 agreement, India could draw for each of the three years 
beginning from July 194H,Rs. 70 crores per annum. India seems 
to have already encroached upon next year’s releases even before the 

end of the year. 

23. International Monetary Fund.— In 1943, international 
monetary plans were prepared by the United Kingdom, the United 
States and Canada. Out of the fusion of these plans and discussions 
at the Brettonwoods Conference in the summer of 1914 
an international monetary scheme emerged. This envisages 
the establishment of an International Monetary Fund and an 

International Bank. 

# 

The main features of the Internatior al Monetary Fund are given 


below :— 

(i) Out of subscriptions of member countries a Monetary bund 
amounting to-8'8 million dollars has been created. 

(ti) A member country must pay its subscription according to 
the quota allotted to it. Twenty five per cent of the quota or 10 per 
cent of its holdings cf gold, whichever is smaller, must be paid in the 

form of gold, the balance being paid in the form of local Currency. 


(Hi) The resources of the I. M F. will'be kept in the form of 
gold or local currencies. The 1 itter will be kept in the central banks 

of member countries. 

liv) The purpose of the Fund is to promote exchange stability, 
to avoid competitive exchange depreciation and to facilitate the 
expansion of international trade through the multilateral converti¬ 
bility of national currencies. All exchange restrictions and controls 

practices which are not approved by the Fund have to be finally 
eliminated. Some restrictions, however, are allowed during the 


transition period. , 

(„) The chief function of tbe Fund is to purchase and sell 
currencies of member countries for one another. The condition, 
however is that the Fund’s holding* of any member country s 
currency should not exceed 200 per cent of its quota. 

(«*1 The debtor countries will get accommodation from the 

Fund to the extent of 75 per cent of their quota plus an additionof 

SJ These conditions may be relaxed at the discretion of the 
quota. debtor country will be saved from gold exports and 

consequent deflation (as happened under gold standard) through t e 
help of the Fund. 







637 


CURRENCY AND EXCHANGE 
tvii) Creditor countries whose export surplus exceeds 76 per 

CurrenoiefT will be rationed 

1. M. nowever, uau mu *, Tf pven then these currencies are 

~U: debtor^ ooUDfc^ies must re„Wot thvir imports from 
orrditor.ooantr^r ^ pities of their 

buting individually more than 10 per cent of the aggregate q m . 
Sneh |.mbers are the U. _S t A. .Great 

value of thlfr ourrenoies by 10 per cent Another 10 P“ 

oorreot a ^“Ter^ountries from taking advantage of 

the Kind and aim building up gold reserves, the FundXo/the Tea? 
a member who has increased its gold holdings at the endof the year 

to use one-half of such increase to purchase its own ourrenoy. 

Ixi) The Fund is not to interfere in the internal economy of 

member countries to restore equilibrium in their balance of 
payments. oan withdraw from tha Fund by a simple notice 

in writing Tbe Fund j a managed by an Executive Board of twelve 
Directors on which India, China, the U. S. A. , Britain and France 

have a permanent seat eaoh. Two seats go to the Latin American 

Republics, while the other five are filled by election. _ 

These are then the main features of the Fund. It is a compro¬ 
mise between the previous British and American plans. It gives 
great freedom of aotion to countries, and does not interfere with their 
internal economies. In fact it is a system of exchange stabilization 
funds evolved by individual countries during the depression years 
carried to an international plane. Though gold is no longer as im¬ 
portant in settlement of international obligations as under gold 
standard, that metal still plays an important role. The plan avoids 
its concentration in a few countries as happened during the inter¬ 
war period. 

24. India and the I. M. F. Ideally speaking, no international 
■monetary plan should be acceptable to India unless oertain condi¬ 
tions are satisfied. These conditions and the extent to which they 

are satisfied under the I. M. F. are given below : — 

(a) India should be free to change her link with the sterling 
and to change the ratio of her exchange according to her own 
needs. The Fund does not impose any obligations on India to conti¬ 
nue the sterling link, India oan fix her parity with gold. The Fund 
provides for a sympathetic consideration for ohanges in exohange 

rates. 
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(b) After the war due to the practical disappearance of her 
sterling debt and prospective reduction of her “ Home Charges *’ 
India will not need to have so much favourable balance of trade as 
in the past. The Fund should leave India free to balance her interna- 
tional account by reducing exports rather than by increasing 
imports. Since the Fund will not interfere in the internal economy 
of the members this autonomy is also satisfied. 

(c) India should be free to use her fiscal polioy in the interest 
of her own industrial development. In this respect also the Fund 
will presumably recognize the autonomy of members. 

( d) India should have the benefit of the Fund to receive back 
her sterling assets from Great Britain in a multilateral manner. This 
is the weakest point in the scheme from the point of view of India. 
The plan makes no reference to war-time balances. Such matters, 
presumably, have been left to bilateral negotiations between the 
parties. 

(e) India should be given a permanent seat on' the management 
of the Fund. This she has got now, though not provided in the 
scheme originally, because Russia has kept out. 

The Brettonwoods Conference also proposed an International 
Bank for Reconstruction and Development. Since a country 
must become a member of the I.M.F. in order to be a party to 
the Bank, it is necessary to know what advantages the membership 
of the Bank will bring to the participants. 

India’s quota in the Fund is $ 400 million and in one year (March 
1948—March 1949) she has borrowed no less than $ 92 million. This 
is a short-term finance and is used for current purposes, mainly to 
meet deficit in the current balance of payments. India has the 
reputation of the most persistent operator on the Fund and in 
April 1949, she had exhausted its dollar purchasing authority with 
the I.M.F. 

A mission under Mr. H. H. Parsons, Fund’s Director of 
Operations, visited India in March, 1949, to investigate the possibility 
of granting to India further dollar purchasing authority. It is 
recognised that India’s heavy drawing's have been the result of 
exceptional cirdumstanoes calling for heavy imports of foodstuffs. 

25. Advantages of participating in the International Monetary 
Organizations. There is more than one reason why India should 
participate in the new schemes in spite of their shortcomings : 

(i) India needs large amounts of capital for her development* 
This she can obtain through the facilities provided by jhe xian . 
The Bank can at the same time help India in the repatriation of her 
sterling assets. She can give these balances as securities tor 
obtaining loans. “The machinery of the International Hank, 
In the words of Dr. R&o, “could be most useful for Ind a for ge g 
a part at any rate of her sterling balanoes liquidated m 
immediate post-war period; and to this extent offse ? 
advantages accruing to Indict by the exclusion of war-time 
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«_ ,, »i This would be possible “if arrangements could 

gSttsigS SZtl wsiSASr.5 

it should keep it, even if Russia decides to come in. 

India should also continue the membership of J he • 

first, because she cannot be a member of the Bankwithout be mg 
a member oi the Fuad. Secondly, because India s balance of trade 
is likely to be unfavourable for some time to come due to peot-op 

consumer’s demand and necessity of capital imports for mdustnal 

development. Membership of the Fund will help her in maintain- 
ing her* balance of naymeut. Thirdly, since other countries have 
joined these schemes, India does not want to be isolated m the 
international field. She must play a part in shaping international 
decisions and this she oannot do if she keeps out of the sohemes 
aiming at international co-operation. India has thus done well to 

join the schemes. 
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CHAPTER XXXI 
PUBLIC FINANCE 

1. Importance of Public Finance. The nature of Indian 
financial system affects to a very large extent the various aspeots of 
Indian economic life. Conditions of trade, industry and agriculture, 
in so far as they depend on the support and guidance of the State, 
must need be influenced by the financial structure of the oountry. 
If the people are illiterate, it is only because the State cannot spare 
the amount of money which will be sufficient to remove illiteracy 
within a reasonably short period If the roads are bad and in¬ 
sufficient, hospitals Ill-equipped and inadequate in number, if there 
are slums, if the mortality rate is high, it is all due to the fact that 
sufficient money is not forthcoming to accomplish these very desir¬ 
able objects. The system of public finance, therefore, has a bearing 
on economio life which cannot possibly be over-estimated. 

Besides, public finance in modern times has assumed a new 
importance. It does not merely deal with the ways in whioh the 
State raises revenue and the directions in whioh it spends it. It has, 
on the other hand, a purpose behind it. It is used as an instru¬ 
ment to even out the uneven distribution of wealth in the . com¬ 
munity. The object of imposing taxes is not merely to raise, so 
muoh money but to raise it from certain sections of the community, 
generally the more prosperous ones ; and the public expenditure 
so designed as to benefit the poor. These ulterior motives have 
imparted to the study of public finance a new interest and a new 
importance. 

2. Some Factors that Govern Public Finance in India. We 

have just said that eoonomio oonditioni of a oountry are governed 
by the system of publio fiaance obtaining there. . But the reverse 
of it is equally true. The eoonomio, sooial and politioal faotors of a 
country too largely oontrol and condition the financial system that 
prevails there. It is very muoh true in the oase .of India. The 
sources of Indian publio revenues as well as the items of publio 
expenditure in India are the outcome of our peculiar eoonomio, 

sooial and politioal conditions. 

The following are the ohief faotors that govern publio finanoe 
in India :— 

(») Predominantly Rural Character—Isolation and Self-Sufficiency 
of the Village. As the villagers generally consume what is produoed 
in their vicinity, it necessarily restricts the soope of internal exoises 
only to a few artioles, such as salt, sugar, matohes, kerosene and 
alooholic liquors, for whioh the villager depends on outside supply. 
The scattered and isolated character of Indian villages requires 
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more expenditure if an efficient and ad equate system of public 
health, communications and transportation is to be maintained, 

(n) Dependence on Agriculture, About two-thirds of the 
people depend on agriculture. When a large mass of the people 
pursue one occupation, they will naturally loom large in the system 
of taxation. This explains why every agriculturist contributes to 
public revenues in India, whereas most of the non -agriculturists go 

scot free. 

This exclusive reliance on agriculture affects, public finance in 
other ways. Agriculture depends on rain which is not always 
timely, adequate or evenly distributed. More than four-fifths of 
the total cultivated area depends on uncertain rainfall. Uncertain 
character of the Indian monsoons is a serious and disturbing factor in 
budgetary calculations. That is why Indian budget has been des¬ 
cribed as a ct gamble in the monsoons”, and, as the Indian Statutory 
Commission remark : “its arrival continues to be a subject of deep 
concern, not only to the cultivator and admistrator, but to the 
Finance Member.” Failure of rains causes land revenue to shrink 
through remissions and suspensions, and necessitates expenditure on 
famine relief and taccavi loans. This is the effect on the provincial 
finance. But the finances of the Central Government also do not 
escape the injury. The diminished purchasing power must affect 
imports, general trade activity and earnings of railways. Henoe 
customs, income-tax and railway earnings all have a tendency to 
shrink. Predominance of agriculture also explains why income-tax 
in India does not occupy as important a position in the tax system 
as it does in other industrial countries. With us land revenue is 
more important, whereas it is of minor importance elsewhere. 

(iii) Poverty, The poverty oi Indian masses explains the lotf 
taxable capacity and the low yield of our taxes. It limits the scope 
of further taxation. Our public expenditure on public health, 
education and other beneficent activities, or “nation building” 
activities, as they are usually called, is extremely low. This is due 
to the poverty of the tax-payers and the extremely limited resources 
of the State. 

(it?) Inequalities in the Wealth and Taxation . There are great 
disparities in the distribution of wealth ; and there are as grave 
inequalities in the distribution of taxation. 

( v) Traditions of Centralized Administration . India has long 
traditions of centralized rule and Indians have always looked on to 
Government to do so many things for them. There is, therefore, in 
India an urgent need for expansion and increase of public expendi¬ 
ture. Further, as the centralization led to the decay of the auto¬ 
nomous village panohayats, looal finance was relegated to the 
background. In India, as compared with other advanced countries, 
looal finance ocoupies an insignificant position, and it is entirely 
at the mercy of financial support from the provincial Government. 
Total income in 1927*28 of all the rural boards of British India, 
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taken together, amounted to less than £4 million as compared 
with £27 million collected in the same year in the rural areas of 
England and Wales from a population not much more than 
a-thirdetb of that of British India, Local rates of all kinds, rural 
or urban, produced in 1927-2$ in British India were about £12$ 
million, which is only a little more than the income from rates in 
that year of the London County Council alone. 1 

(vt) Political Status. The level of military expenditure, the 
scale of salaries and the nature of public debt are outcome of 
our constitutional position. 

Thus the system of publio finance in India is determined by 
our predominantly rural character, isolated villages,, dependence 
on agriculture with precarious rainfall, poverty and the low 
standard of living of the masses, inequalities of wealth distribution, 
traditions of centralized administration and, above all, our constitu* 
tional position. 

3. History of Financial Decentralization. For the proper 
understanding of the Indian system of publio finance, it will be 
necessary to trace the history of financial devolution, and see how 
the Central and provincial finances were gradually evolved. 

Up to 1833, each province was financially independent, raising 
its own revenue and spending it in the manner it liked. To use 
Dr. Ambedkar’s words, “The several provinces were like separate 
clooks, each with ite mainspring in itself.’’ 2 

But the Charter Act of 1833 made a radical ohange in this 
position. It laid the foundation of legislative centralization and 
together with it came the financial centralization. All the revenues 
came to be vested in the Governor-General-in-Counoil ; and the 
provinces became merely collecting and spending agencies. The 
provinces had no interest in developing revenues, nor any induce¬ 
ment for effecting economies. They patched the demand as high 
as possible, because they had “a purse to draw upon of unlimited, 
because of unknown, depth.” To U3© Straohey’s words, “The 
distribution of the public income degenerated into something like 
a scramble in whioh the most violent had the advantage with very 
little attention to reason; as local economy brought no looal 
advantage, the stimulus to avoid waste was rednoed to a minimum, 
and as no looal growth of income led to looal means of improvement, 
the interest in developing the publio revenues was also brought 

down to the lowest level.” 

Financial decentralization seemed to be the only remedy. Lord 
Mayo, in 1871, transferred certain departments, looal in character, 
to the provinces. In addition to the departmental receipts from 
these departments, the provinces were given fixed lump sum grants 
to enable them to administer these departments,. _ 

1 Se© Indian Statutory Commission Report, 1940, Vol, I, p. 330. 

2 . Ambedkar, B. R.--Evolution of Provinoial Finance in British India, 

1926, p. 7. 
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The next step was taken by Lord Lytton’s Q overnment m 
1877 when 'provinces were made responsible for expenditure o 
some more departments. Besides the fixed annual grants, the 
provinces were assigned some sources of revenue. 

In 1882, in the Vlceroyalty of Lord Ripon, a system, called “the 
divided heads of revenues ,* 9 was introduced. The defect of the 
previous settlements lay in the annual grant by the Central 
Government. Every year it proved to be a bone of contention. 
In 1882, therefore, these' annual fixed grants were abolished and 
instead the provinces were assigned exclusively certain heads of 
revenue and a share in some others. 


In order to impart greater stability to the finances, the settle¬ 
ment was made subject to revision after every five years. These quin¬ 
quennial revisions were made in 1887, 1892, and 1897 invovling no 
change of principle but only some minor adjustments. In 1904 these 
settlements were made quasi-permanent by Lord Curzon to avoid 
any element of uncertainty even after five years. 

Lord Hardinge’s Government made them parmanent in 1912. 
This system continued till the reforms of 1919 made another radical 
change. 

4. Financial Arrangements under the Reforms Act of 1919* 

The Reforms Act of 1919 put the financial relation between the 
Central Government and the provincial Governments on an 
entirely new basis. The divided heads of revenue were abolished 
and a clear-cut separation was effected between the resources of the 
Central Government and those of the provincial Governments. 
Also the provinces were granted borrowing and taxing powers. 

The Me8ton Award . This distribution of resources between the 
Centre and the provinces created a deficit of about Rs. 9 orores to 
the Centre and gave a surplus of about Rs. 18 orores to the 
provinces. Provincial contributions were necessary to make up this 
deficit till the growth of Central resources made the deficit disappear. 
A committee presided over by Lord Meston was appointed to 
- determine the contributions payable by the provinces, and the 
decision given by the Committee has come to be called the Meston 
Award or the Meston Settlement. In giving the award the 
committee took care to see that every province had a reasonable 
working surplus and that no province should be under the necessity of 
embarking on a big tax programme. The Committee recommended 
initial, intermediate and standard contributions. The initial ' 
contributions were based on the immediate financial situation in a 


province, whereas the standard contribution was based on the 
consideration as to what it can, and ought to, pay in the long run. 


5. Criticism of the Financial Arrangements under the 
Reforms of 1919. The Meston Settlement met with strong criticism, 
each province having an objection of its own. Some provinces, 
like the Punjab, the U. P. and Madras, protested against larger 
contributions, while Bombay and Bengal complained against their 
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being deprived of their highly productive source of revenue, viz., 
Income-tax. The following are the main objections to this 
eoherne :— 

(i) Wrong Allocation. The allocation of resources between 
the Centre and the provinces ignored their relative requirements. 
The functions of the Central Government are more or less stationary. 

1 he expenditure of the Central Government, therefore, is not likely 
to increase, but the Central Government has expanding sources of 
revenue, like income-tax and customs. Provinces, on the other 
hand, are charged with beneficent functions or the “ nation-build¬ 
ing” departments. Their present expenditure on such services is 
not even a fraction of what it ought to be. There is a persistent 
demand for the expansion of these services, hence the provincial 
expenditure on them must increase by leaps and bounds. But the 
provincial resources are inelastic. Land revenue is already oppres¬ 
sive in the case of the majority of the small cultivators ; excise 
revenue can only increase if people take to drinking on a large scale, 
whereas the provinces aim at prohibition ; Stamp fee is fL tax on 
justice ; Forests require liberal initial expenditure. Thus the scheme 
is defective because it combines growing expenditure with diminish* 
ing revenue in the provinces and expanding revenues and stationary 
expenditure in the Centre. 

(ii) Inter-provincial Inequalities Accentuated. Another defect 
is that some provinces feel that they have not been fairly dealt with 
and that the existing inequalities have been further aggravated. 
The highly industrialized provinces, like Bombay and Bengal, suf¬ 
fered, for their only productive source, i. e. 9 inoome-tax, was taken 
away, while the agricultural provinces, like the Punjab, gained 
because they got land revenue which is the only important source 
for them. 

(tit) Disparity between Different Glasses of the Community. The 
scheme also resulted in a very unequal contribution to the revenues 
by the different classes of the people considering the benefits receiv¬ 
ed. The provincial exchequer is largely fed by the agriculturists.. 
The industrial and commercial olasses, on the other hand, who live 
in urban areas and considerably benefit from the activities of the 
provincial Governments, contribute to the Central Exchequer. 
This created an odd situation in the provinces and embittered the 
relations between the agriculturists and non-agriculturists. 

(it;) Lastly , it may be mentioned that a clear-cut division of 
revenues is impracticable and is to be met with nowhere in the 
world. It is a federal solution applied to a non-federal State. 
Even in federations, this theoretical principle is respected more in the 
breach than in the observance. In the U. S. A., Australia and 
other federations the tendency is towards integration and not 
separation. The Federal Governments have come to play a role in 
modern times that was not at all anticipated in the beginning. 
Their activities of guiding, co-ordinating and goading the provincial 
.Governments are daily expanding. More calls are being made on 
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their services, with the inevitable result of augmenting their financial 
powers A complete separation of resources could not prove satis- 

faotory Developments since the Reforms- Ia dia f ° uad 

herself in financial difficulties after World War I. The cost of re¬ 
construction after the war, currency and exchange instability, 
fluctuation in prices impeding commercial development and, above 
all, the high scale of salaries—all combined to create deficits in the 
provincial budgets. The Central finances fared no better. Both the 
Central and the provincial Governments had to struggle to restore 
the financial equilibrium by drastic economv and additional taxa¬ 
tion Protests from the provincial Governments against the Meston 
Settlement kept pouring in. 1 The improvement in Central finances 
after 1923 led to gradual reduction in the provincial contributions 
a D d to their final extinction in 1928-29 after having been temporarily 

suspended in 1927-28. 

But the abolition of provincial contributions only accentuated 
the already glaring inter provincial disparities. The contributions 
had at least the effect of toning down inequalities by making the 
agricultural provinces pay more ; and, therefore, when they were 
abolished, the discontent of the industrial provinces, like Bombay 
and Bengal, became all the more deeper. 

7. Allocation of Revenue* under the 1935 Constitution. A 

series of financial inquiries preceding the passing of the Act of 
1935 resulted in the following allocation of revenues between the 
Centre and the provinces :— 

(A) Federal Resources. Customs, Income-tax (other than on 
agricultural income), Corporation tax, Salt, Railways, Excise duty 
on tobacco and other goods manufactured in Indi^Yexcept alcoholic 
liquor and other narcotic drugs and medicinal andxpilet preparations 
containing these things), Currency aud Coinage, Posts and Telegraphs, 
Telephone, Wireless and Broadcasting, Property tax (except on agri» 
cultural land), Succession duty (except oa agricultural land) Stamp 
Duties on negotiable instruments like cheques, bills of exchange, etc., 
letters of credit, insurance policies, proxies, eto , terminal taxes on 
goods and passengers carried by rail, taxes on fares and freights on 
the railways. All ircome from the railways will be received by the 
Federal Railway authority, and surplus profit will be shared with 
the Federal Government on a basis to be decided by the Federal 
Government. Till then the existing scheme will continue. 

(B) Provincial Resources. Land Revenue, Irrigation, Excise 
duties (on alcoholic liquor, opium and other narcotics and drugs, 
medicinal and toilet preparations containing alcoholic liquor), taxes 
on agricultural incomes ; taxes on land, buildings, etc. ; Succession 
duties on agricultural land ; Capitation tax ; taxes on mineral rights; 
taxes on trades, professions, callings and employment ; taxes on 
animals and beasts \ cesses on goods entering a local area for sale or 
consumption ; taxes on advertisements and sales of goods ; taxes on 


1. See Muddiman Committee Report, para 63. 
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luxuries, amusements, entertainments, gambling and betting, 
stamps, registration ; taxes on goods and passengers carried on' * 
inland waterways ; tolls ; and fees for services rendered. ’ ' 1 

The following taxes, however, are levied and collected .by the 
Federation but are assigned to the provinces :— 

(i) Succession Duty on property other than agricultural land ; 
(n) Stamp Duty on cheques, bills, etc.; (in) Terminal taxes on ^ 
goods and passengers ; (iv) Taxes on freights and fares. 

The proceeds of the following taxes are shared between the 
Federation and the provinces:—* 

(i) Income tax (other than on agricultural income) ; (it) Salt 
tax ; ( Hi) Excise duty on tobacco and other goods manufactured 
in India except those in the provincial list ; (tv) Export duty with 
a special reference to jute export duty. But the Federal authority 
may not give away any share till its own financial position allows it. 


8. . Niemeyer Report. It was decided to investigate the matter 
again, on the eve of the introduction of Provincial Autonomy, to 
see what financial adjustments were found necessary for the success 
of the new constitutional experiments. Sir Otto Niemeyer was 
appointed in, 1935 to conduct this inquiry. The chief problem was 
the sharing of income-tax. It has already been pointed out that 
industrial provinces like Bombay and Bengal had never reconciled 
themselves to income-tax being appropriated by the Central 

Government. 

The solution that Sir Otto Niemeyer suggested was no doctri¬ 
naire solution conforming to any ideal theory of public finance or 
based on absoluta fiscal justice. He took a realistic view of the 
matter and gave a solution that, in the existing circumstances^ it 

was the best possible. 

In making his recommendations he steadily kept two principles 


m view : — 

(1) That the financial stability and credit of the Central 
Government are of primary importance and in no case should the 
financial position of the Centre be undermined or jeopardized an 


subject to this — 

(2) he wished to recommend such financial aid to the provinces 
that they mav be adequately equipped at the start of the Provincial 
Autonomy, and that thev should have a reasonable working surplus. 
He did not consider it his business to do justice between province 
and province or redress provincial inequalities in anv manner.. JtLia 
sole aim was to do away with the chronic deficits in > certain 
provinces and “ to put the tottering provinces on their legs. 1& 
he tried to achieve through cash subventions, subsidies and reduc¬ 
tion or cancellation of debts owing by the province^ and by g^ing 

a share of income-tax and jute export duty. WFP 

annual cash subventions to the U.P., Assam, Orissa, the N.-W. *. * • 
and Sind, and non recurring grants to Orissa and bind. 
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The chief recommendation related to the distribution of the 

income-tax. Oat of an estimated yield of the 
amounting to about Bs. 12 orores, the provinces were to get finally 
60 per cent., i. e., Rs. 6 crores. But for the tirst five years, 

the provinces would get nothing ; then from f m » 

Provincial Autonomy, the provinces would get their full share 
by six equal steps. It was also provided that the Centre would 
not relinquish any share of income-tax so long as t e is ri u- 
table sum remaining with it together with any contribution 
from the railways was less than Rs. 13 crores. In other wor s, e 
assignment of income-tax was made contingent on railway contribu¬ 
tions. The total provincial share (i.e., 50 per cent of the total income- 
tax) was distributed among the provinces not. on any set principle 
of origin, residence, population, etc., but mainly on the considera¬ 
tion of financial needs of a province. For example Bombay 
and Bengal got 20 per cent each, whereas the Punjab got only 

8 per cent. 

The entire net debt of Bengal, Bihar, Assam, the N.-W. F. P. 
and Orissa was cancelled and in case of the C.P. deficit debt 
before 1936 and other debts before 1921 were cancelled. 


Another important recommendation related to the rais;ng of the 
share of the jute export duty by 12 J per cent., so that the jute* 
growing provinces would get 62J per cent, instead of 50 per cent, 
as their share out of the jute export duty. 


Sir Otto was called upon to reconcile many conflicting claims 
and it is not surprising that he did not satisfy all interests. Those 
who did not get any cash subvention naturally complained that 
their claim had been ignored and those who got it said they did 
not get enough. The award was attacked as unjust and 
arbitrary. But there are grounds to believe that the provinces 
were not so dissatisfied as they seemed. They were protesting a 
little too much. Jhe Niemeyer Award may, on the whole, be 
considered satisfactory. 

• » 

The conditions created by the war led to an amendment in 
February, 1940, of the Niemeyer formula about income-tax assign¬ 
ments. The Central share for three years 1939—42 was fixed at 
Rs. 4J crores based on the average of the preceding three years. Under 
the old formula,' the provinces would have derived the benefit of 
larger railway earnings and larger income-tax yield, both of which 
are the outcome of war conditions. As the Central Government 
had to bear the brunt of the war, it wa9 only fair that the benefit 
should go largely to the Centre. But it has been estimated that 
the provinces were not losers under the new arrangement. 


The Sarker Committee reoommended in 1948 that the 
provincial share in the net proceeds of income-tax should 
be increased from 50 to 60% and that a similar share should 



548 


INDIAN ECONOMICS 


be paid to the provinces in the net proceeds of corporation 
tax and taxes on Federal emohiirents. They also suggested 
that greater importance should be attached to the source of collec¬ 
tion as a basis of distribution. The .Drafting Committee, however, 
rejected these recommendations and suggested that the provincial 
share should be determined by Order-in-Council or an Act of the 
Legislature according to the prevailing conditions. 


9. Federal Finance. India was being prepared for a Federat¬ 
ion, and the fiseal arrangements in the iy35 Constitution were 
made on federal lines. Both the Centre and the provinces had been 
given a measure of budgetary independence ; financial powers had 
been separately assigned and the resources were definitely 

demarcated. 

There are certain well recognized requisites of federal finance. 
In the first place, the arrangements must ensure administrative 
economy. The possibility of evasion and fraud must be eliminated, 
and the'cost of assessment and collection must be reduced to the 
minimum. Therefore, some taxes must be levied and collected by 
Federation, even though their proceeds are to go to the units. 
From this point of view, customs, corporation tax and property tax 
and certain excises must be Centralized. Secondly, the fiscal 
arrangements must provide adequate funds to each unit not only 
for immediate needs, but for future development. Thirdly, each 
province must be autonomous in its own sphere. The distribution 
of administrative functions and the assignment of resources must 
harmonize and coincide, so that not only should the resources 
be adequate 1 ut, also, they should, administratively, fall naturally 
in their respecti ze spheres. Only thus will an interference of the 
one into the sphere of the ether, and a dependence of one on the 
other be obviated ; otherwise, autonomy will be a myth and 


federation a misnomer. 

To fulfil these essentials of federal finance different proposals 
for allocation of resources between the Federation and the Federat¬ 
ing units have been put forward. Prof. Saligman has suggested 

the following five methods r 1 s 

(t) Complete separation of resources ; (»'«) assessment by the 
provinces and surcharges by the Federation ; (m) assessment by 
the Centre and additions by ibe Slates; (ttr) division of yields, 
and (v) subventions lrom the Federal Government. 

The ideal * solution is a complete separation ; but it is seldom 
that the resources so allocated will yield precisely the amounts 
needed by the respective governmental units. A clear-cut division 
is therefore, not to be found anywhere. There has to be a com¬ 
promise, and the Indian arrangements do represent a compromise 

between several principles suggested. 

Again, in theory, it is best to assign direct taxes to the units 
and indirect taxes to the Federation. But recent experience shows 
a divergence between theory and praotice. As the Federations ha d 

--17 See Vakil and Fanl—finance Under Provincial Autonomj. 
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to assume more and more functions, resort to direct taxes became 
unavoidable. In the U S.A. the Federal Government gbt the 
income-tax in 1913, and in Australia, too, the Federal Government 
gets 60 per cent, out of income-tax. Integration rattier than 
separation seems to be the rule. It ensures uniformity and 

efficiency. 

The general practice is to have three lists Z ( 0 Exclusively 
Federal, (2) Exclusively Provincial, . and (3) Concurrent. Sub¬ 
ventions or subsidies from the Federation are also a general 
feature of Federal finance and for this there are several reasons. 
The provincial functions, being concerned with the promotion of 
public welfare, require increasingly large funds. Central subven¬ 
tions are also necessary to balance provincial inequalities and as 
a means to transfer funds from rich to the poor areas as well 
as to ensure minimum standards of service. 

The difficult and perplexing problem of federal finance has 
been exercising the mind ot financial experts in India since the 
Montford Reforms. Sir Walter Layton, the Financial Adviser to 
the Simon Commission, came to the conclusion that the revenue 
resources of India did not admit of clear-cut division between the 
Centre and the provinces. He was in favour of creating a tax 
pool out of which provinces could be pssisted according to their 
need. The present financial picture conforms to the view express¬ 
ed by Sir Walter Layton. 

The Draft Constitution of India practically accepts the 
allocation laid down in the 1935 Act. The Expert Committee presided 
over by Hr. N. R. Sarker recommended the continuance o ftbe 
existing distribution in v’ew of the prevailing unstable conditions. 
The present allocation is to continue for five years from the 
commencement of the Constitution when the whole problem 
will be reviewed by a Finance Commission. 

The shape of public finance in India will largely depend on 
whether tbe Centre or the provinces undertake the responsibi ity 
for nation-building or developmental expenditure. The situation at 
present is that the provincial revenues are utterly inadequate to 
maintain social services on anything like modern standards, and 
the Central Government, too, seems to be living from hand to 
mouth, and has no large surplus out of which to help the provinces. 
There is a strong sentiment in favour of provincial autonomy, 
bus unless it is backed by the development in provincial revenues, 
tbe Centre must continue to dominate. The present expedient of 
divided heads and distribution among provinces according to a 
number of criteria, e. gr., population, origin or need, must continue. 

The Central Government in India, like other Federal Govern¬ 
ments, must play an important role in initiating, guiding and 
co-ordinating schemes of socj&I amelioration. We must bid good-bye 
to the ideas of dwindling and static functions of the Central 
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Government and mutual exclusiveness of the Centre and the 
provinces. For an effective utilization of our resources, it will, 
therefore, be necessary to have an inter-Proviacial Finance Council 
for consultation and co-ordination. 

Although the Indian financial system wears a thin veil of 
federal finance, yet the Centre in India always has had powers 
of direction to ensure uniformity. And this is as it ought to be. 
India is face to face with stupendous economic problems for 
the solution of which co-ordinated efforts on the part of the Centre 
and the units are absolutely essential. Recently (May, 1949) 
protests have been entered against unco-ordinated provincial finance 
creating chaos and a jungle of conflicting financial policies. The 
Indian Federation of Chambers of Commerce and Industry has 
submitted a memorandum to this effect to the Government of India. 
It is pointed out that the imposition of multiple taxes by the 
provinces is bound seriously to impede the. development of trade 
and industry, and will prove injurious to Indian economy as a whole. 
The provinces have thrown away excise revenue, have drawn on 
reserves recklessly and have taxed trade and industry indiscriminately 
so as to obstruct the free flow of trade. The sales tax has been the 
greatest culprit. Pakistan has centralised sales tax. This is a 
wise step and India should follow suit. 

Two things are necessary : provincial needs for additional 
revenue must be fulfilled and uniformity in the Central financial 
field must be preserved. It is therefore very essential to evolve 
a co-ordinated policy on taxation, expenditure and borrowing 
through consultation and, if necessary, through legislation. 



CHAPTER XXXII 

CENTRAL FINANCE 

h-oh''hal n e tr ?nSenced the ‘indiTn fi^ancil ^steSnd we traced 

£s%£ ssg. 

a " o„“m Other souro™ of revenue ere Railways, Irr.gat.on, 
Poets S^elegrephe, Debt Services, Civil Administration, Currency 
. j Mint Civil Works and Miscellaneous public improvements. 
Defence Services, Tributes from Indian States, etc. 

“Now a word about eaoh of the principal heads of revenue. 

9 Customs. Customs duties include both import duties and 
a duties Before the Mutiny the import duty was below 
J per cent, and on account of the financial stringency following 
the Mutiny, it had to be raised to 10 per cent. But on the agitatidn 

free-traders, the duty was first reduced in 1875 to 5 per oent. Md 
abolished in 1882 altogether. , 

The exchange difficulties of the Government of India compelled 
them to reimpose 6 per cent, import duty in 1894. This evoked a 
storm of protest from Lanoashire, and to propitiate Lanbashire 
manufacturers 5 per cent, excise duty was levied on yarn Ofj20 

counts and above. As this would not give them satisfaction, import 
duty on, cotton piecegoods was reduced to 3fc per cent:, and*, a 
similar excise duty on cotton piecegoods made m lhdia wad alfio 
levied. This was considered to be an abuse of political powet, and 
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textile industry of India was certain. .The coarse Indian piecegoods 

could possibly not compete with finer Manchester cloth. The 
excise duty was, therefore, uncalled for. Further, it benefited the 
richer classes using finer oloth arid injured the poor masses who 
used coarse Indian cloth. 

The import duties had to be raised later from time to time 
according to financial exigencies. But the cotton exoise diity 
remained 3| per cent, till it was abolished in 1926 on the recom¬ 
mendation of the Legislative Assembly. The import tariff was 
recast completely during the war (1914-18) and was changed into a 
protective tariff in 1924, when a polioy of discriminating protection 
was adopted. The customs duties have been the mainstay of the 
Government and have come to their rescue whenever there was % 
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financial stringency, e. </., in the early ’thirties. For 1949-50 the 
yield ofcustom8 was put at about Rs. 107*25 crores. 

The Ottawa Trade Agreement of 1932 and Tndo-British Trade 
Agreement of 1939 introduced the principal of Imperial 
Preference. 

The only export duties have been on hides and skins and jute. 
In 1948-49 export duty was levied on oil-seeds and vegetable oils. 
But it was abolished in the 1949 50 budget. However, new export 
duty on cigars and cigarettes was levied in 1949-50. 

Customs offend against the canon of equity, for they press 
more heavily on the poor than on the rich. This view is supported 
by the analysis given by the Indian Taxation Enquiry Committee 
in 1925. According to a memorandum issued by the Office of 
Economic Adviser to the Government of India, the “weight of 
import duties presses most heavily on goods of general consumption, 
less severely on luxury goods and least on capital goods and 
raw materials.” 1 

As India becomes industrialized less reliance will have to be 
placed on customs duties as a substantial source of revenue and a 
greater reliance will have to be placed on excise duties. 

To fight inflation certain changes were made in the tariff by 
an Ordinance issued in November, 1948, by which duties on certain 
luxury articles were raised. This process was continued in the 
budget for 1949-50. Accordingly a surcharge was levied on liquor 
equivalent to the basic duty, and the surcharge on fabrics containing 
silk, art silk, woollens and their mixtures and cotton knitted 
apparel was raised from one-fifth to one-tenth, and the surcharge 
on artificial silk yarn and thread, earthenware and china was 
doubled ; the duty on paper, stationery articles, glass and glass¬ 
ware, cutlery, metal furniture, photographic appliances, clocks and 
watches was raised. The import duty on motor spirit was also 
raised from 12 as. to 15 as. per gallon. 

3. Income-Tax. — Income-tax was first introduced id 
1860 to meet the financial embarrassment caused by the Mutiny, 
Changes were made from time to time to suit the financial require¬ 
ments of the year; bat important changes were made first in 
1903 when the minimum taxable income was raised from Rs 500 to 
Rs. 2.000, in 1916 when scales of rates were revised., and the princi¬ 
ple of progression was applied. In 1931 the minimum exemption 
limit was lowered to Rs. 1,000, and surcharges on income-tax and 
super-tax were levied, and super-tax was introduced, lde 
minimum exemption limit of Rs. 2,000 waa reatored in 1935 which was 
raised to Rs. 3,000 in 1948 The surcharges were abolished in ly^y 

and reimposed since 1940-41. 

In 1935, the Government of India appointed a committee to 
conduct an exhaustive inquiry into the Indiaq income-tax system. 
Aa a result of these recommendations an important measure was 

1, .Tatlmr and Bari—Indian Economics, VoT. II, 1941, p. 516, 
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oassedin 1939. The Income-Tax Act of 1939 introduced several 
necessary reforms. It substituted what is called the 

system, the whole income was assessed at the same rate , bu 

under the new system, the income is divided into bits and ea<v 
successive slice is taxed at a higher rate. This system is calculated 
to increase the yield of income-tax, mulct the wealthy minority 
more and afford relief to the poor tax payer. The Indian income- 
tax is now more equitable. Besides, the Act contains provisions 
designed to stop all loopholes, and make evasion of the Income-lax 
Law difficult. It makes it obligatory on all persons earning more 
than Rs 2,000 to submit returns of their income. The failure to 
ask for the form and send in the return makes them liable to a 
penalty. The Act also makes the aggregate of the income ot 
husband and wife taxable. The whole procedure was made up to 
date and efficient. The Act undoubtedly makes a great improve¬ 
ment in our income-tax system. The Indian income-tax rates are 
low as compared with those charged in Europe. 


A very important improvement in the income-tax was made in 
1945-46 budget, viz., a distinction was made between earned and 
unearned incomes. Relief to the extent of one-fifth of the income, 
subject to a maximum of Rs. 4,000, is given in the case of ‘earned 
incomes. It is only fair that a person who has actually to work 
to earn his income should be treated more leniently than the idle 
rich whose holdings in joint stock companies, land or bank accounts 
automatically bring in a stream of income without his having to 
raise his little finger. 


There are still two defects in our income-tax. First, our system 
does not take into consideration the number of dependents. The 
unit is not the individual but the family. Equity demands that 
of two men having the same income, the man with the larger family 
should be called upon to pay less. Such abatements or family 
allowances are given in England. It is pointed out that in 
India the family being a universal phenomenon, almost everybody 
will have to be given an abatement. This will involve adminis¬ 
trative difficulties, and add to the cost of the administration of 
income-tax. Secondly, agricultural incomes, however big, are 
still exempt from income-tax in many provinces. This is a great 
lacuna in our system. Both these reforms are very necessary. 


During World War II, Excess Profits Tax at the rate of 
50% above a taxable minimum of Rs. 30, 00 was levied on extra 
profits made during the war. It was later raised to 66f%. A 
surcharge on income-tax was also levied first at the rate of 25% and 
later raised to %. The E.P.T. was abolished on 31st March, 
1946. However, Business Profits Tax was introduced # in 1947-48 


budget. The business Community protested against it on the 
ground that it would diminish incentive for investment and impede 
industrial reconstruction. This tax, however, forms a part of the 
revenue system of the U.K. 
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Next to customs, income-tax is the most important source of 
revenue for the Central Government and it was estimated to yield 

about Rs. 113 ) 9 crores in 1949 50. ' 

Rates of Income-Tax for 1948-49: (a) In the case of every 

individual, Hindu undivided family, unregistered firm and other 
association of persons when the total income exceeds Rs. 3,000, the 
basio rates are as under : — 


On tbo first Re. 1,500 of total income 
On the next Rs 3,500 >> 

„ 4, 5,000 
, „ 5,000 

On the b dance of the total income 


Rate 

(In the rupee) 
Rs. As. Ps. 
Nil 

0 10 
0 2 0 
0 3 0 

.050 


V-/X1 Uil'J ^ ~ ^-- 

(b) In the case of every company and registered firm whatever 
the inoome rate is 2 as. 6 ps. in the rupee. 

Rate of Super-Tax 

(a) In the case of every individual, Hindu undivided family, 
unregistered firm and other associations of persons— 

Rate 


(In the rupee) 

Rs. As Ps. 

O, the first Rs. 25,000 of total income ... Nil 

On the next Rs. 15,000 „ ••• 0 2 0 

„ „ 15,000 „ — 0 3 0 

„ 16,000 „ — 0 5 0 

„ 16 000 . 0 6 0 

„ „ 16,000 ... 0 6 6 
,, 16,000 ,, ... 0 7 0 

, 1 , 00,000 „ -. 0 9 6 

,!l.00,000 . 0 10 0 

On the balance of total inoome ... 0 10 6 

(b) In the case of companies 1 a. 6ps. in the rupee on the total 

1DOOIHB* # • . 

For 1949-50 it is proposed to give some relief to income-tax 
pavers in the lowest and medium income groups. The tax on 
incomes up to Rs. 10,000 has been reduced by a quarter of an anna 

in the second slab. . 

4 Taxation of Agricultural Incomes. The greatest gap m 

our tax system is the continued exemption of agricultural income- 

tax. The case for subjecting agricultural incomes to a tax is so 

convincing that it is really surprising why they still enjoy this 
immunity “On grounds of equity,” remark the Indian Taxation 
Enquiry Committee, “there is no reason why the surplus of the 

larger landholder should be exempt.” 1 

Reference to history does not support any claim for this exemp¬ 
tion because agricultural incomes were liable to income-tax between 
I860 and 1873 with a short gap of four years. The argument that 
the agriculturists pay land revenue in lieu of income-tax and that 

taxation, is also not convincing . The land reven ue demand is fi xed 

Indian Taxation Enquiry Committee Report, 1924-26, p. 223. 
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permanently in the case of some and for a long period in the case of 
others; it is not graduated and does not at all respond to the varia¬ 
tions in the value of the agricultural produce. Therefore, there is 
no ground whatsoever for the continued exemption of agricultural 

income from taxation. 

The taxation of agricultural income will strengthen the finances ; 
it will rectify to some exent the regressive character of our taxa¬ 
tion ; and it will equalise the burden of taxation between the agri¬ 
culturists and non-agriculturists on the one hand and the landlord 
and the cultivator on the other. It will tax the non-agricultural 
income of a landholder at a higher rate. It will also, incidentally, 
put a stop to the tendency of investing the savings in land to escape 
taxation. Now that, on account of the War, the value of the pro¬ 
duce of land has increased enormously, the tax-gatherer must claim 
his share out of the enhanced agricultural profits. 

The assessment of agricultural profits is no doubt difficult, but 
the difficulty is not peculiar to India. We have got a very elabo¬ 
rate organization for keeping land records and for the administra¬ 
tion and collection of land revenue. We should, therefore, 
have much less administrative difficulty in the matter. So far only 
vested interests have stood in the way. Even a very moderate 
proposal of the Government of India in 1918 to take agricultural 
income into account for determining the rate for their income-tax 
was turned down, though the Government of India was prepared 
to face the new administrative difficulty. One would wish the more 
sound and fairer sense had prevailed in the Indian legislatures 
where the land-owning interests predominate. Let us hope that 
our new legislators will rise to the occasion. Already in Assam, 
Madras, West Bengal, the U. P., and Bihar and Orissa agricultural 
incomes have been taxed. East Punjab is also contemplating 
to introduce agricultural income tax. 

5. Central Excise Duties. The Government of India impose 
duties on steel ingots, motor spirit and kerosene. But the most 
important of the excise duties were imposed in 1934, viz., on sugar 
and matches. 

The excise duty on sugar was levied at the rate of 13 as. per cwt. 

on khandsari sugar, and Rs. 1-5 per cwt. on other sugar. These 

rates were raised to Rs. 1-5 and Rs. 2, respectively, in 1937. In 

1940, as a war measure, the duty on sugar, other than khandsari, 

was raised from Rs. 2 per cwt. to Rs. 3. The measure was naturally 

criticized by the sugar interests as nullifying protection granted to 

the sugar industry only two years before, and it. was said that it 

would impede the fuller development of the sugar industry. The 

Government’s case was that the gap caused by the loss of revenue 

on the imports of sugar on account of protection had to be filled 

up, and that the duty would cheok the hasty and unhealthy growth 
of the industry. 

On matches the excise duty was levied at the rate of Re. I per 
gross of boxes or b#oklets containing an average of less than 40 sticks 
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Es. 1-8 if the number was more than 40 but less than 60, and Rs. 3 
if the number was more than 60. In 1941, the rates were doubled 
as a war measure. In the 1946-47 budget the excise duty on mat¬ 
ches was reduced from Bs 2-8 to Es. 1-12 per gross for boxes con¬ 
taining between 40 and 50 matches. But in the 1948-49 budget the 
duty has been again raised to Rs. 2-8 per gross on all boxes contain¬ 
ing up to 50 matches. The yield for 1949-50 was estimated at 
Rs. 67'76 crores including Re. 5 crores from the recently imposed 

excise duty on cotton cloth. ' . 

The cnief reason for the imposition of these excise duties was 

the necessity of balancing the budget which compelled the Govern¬ 
ment of India to look round for additional Sources of revenue. 

In 1948-49 two important excise daties were levied ; 50% 

excise duty on tea and coffee, and one excise duty of Rs. 7 per cent 
on vegetable ghee. In the budget for 1949-50, the excise duty on 
sugar was raised from Rs. 3 to Rs. 3-12 0 per owt. From January 
1949 an excise duty of :5% ad valorem was levied on superfine 
cloth and 6J% on fine cloth and one pice per yard on coarse and 

medium cloth. , . , , , . . 

Thus has come back the most hated cotton excise duty which 

was first levied in 1894, and against whom Indians continued 

vehemently to protest till it was finally abolished in 1926. It has 

a lone and bitter history. The Finance Minister put in an elaborate 

defence in support of its re-imposition. The times have now 

changed. It is now not levied by an alien Government ; the duties 
on imported cloth are too high to permit any competition with the 
home-made cloth ; and above all, the loss resulting from the abolition 
of salt duty has to be made good by finding out some other e( l ual £ 
table source of revenue. Having universal consumption, cloth 
offers itself as the most obvious choice for a tax on consumption. 
Moreover, the duty is also likely to assist the handloom industry. 

The incidence of the duty will be negligible. 

Excise duty on motor tyres was also increased and match 
excise duty was rationalised. 

6 Salt Tax. This was the most unpopular tax in India 1 
M (hatma Gandhi selected this tax for the purpose of his civil 
disobedience campaigns. The Government income was derived 

from the sale of Government salt, excise duty on salt manufac¬ 
tured in India and import duty on salt. The tax was estima e o 

yield Rs. 9 crores. 

Salt tax was kept up on the ground that it was a light tax, 
that it was an old tax and that it enabled everybody to contribute a 
small sum to the State Exchequer. This gave the masses an interest 
in oivio affairs, and was the only tax by which the Indian masses 

could be approached. There was not .““vthe masL^Zatof 

the tZs in India are borne by them. And this should be mor e 

-rFoThlitory of the Salt Tax and argumentsi for- and againa* it aee 

Indian Taxation Enquiry Commitee Keport, Paras, 104-180. 



CENTRAL FINANCE 557 

• • 

# 

than enough to create civic responsibility in Indian masses, and 
they could well have been spared this last straw. With due deference 
to Mahatma Gandhi’s wish salt tax was abolished in the budget of 
1947-48. It has meant an annual loss of about Rs. 9 crores, but 
the Indian sentiment was satisfied, and a long-standing grievance 
of the Indian National Congress was removed. 

7. Opium The Government in India has got a monopoly 
of opium both in production and distribution. Poppy can be 
grown only under licence, and the licensee has to sell the entire 
supply to the Government. It is manufactured in Government 
factories. There are also special arrangements with States in 
Central India and Rajputana which supply opium in crude form, 
which is then refined in Government factories. 

The Government revenue is derived from the monopoly profits 
arising out of the sale of Government opium, export duty on 
opium sent out of Indian States, and the vendors* fee. The bulk 
of the revenue under opium is from export to foreign countries. 

Under the humanitarian activities of the League of Nations 
this source of revenue has almost dried up. In 1907 it was agreed 
to stop export to China on Government account by 1914. In 1926 
Government of Jndia promised to reduce by 10 per cent every year 
export of opium to Far Eastern countries for other than medical 
and scientific purposes, so as to extinguish all exports in 1935. 
This promise has been honoured. China had also agreed to make 
a corresponding reduction in the production of opium, but it is said 
sbe did not carry out her part of the agreement. India used to get 
Rs. 8 crores on average per year in the years preceding the war 
(1914-18) and in 1949-50 was estimated to yield only Rs. 1,18 

lakhs. 

Production and consumption of opium in India is one of the 
blackest marks against India. It is really regrettable that we still 
have some of this tainted revenue. 

8. Railways. The railways were a losing concern till 1900, 
when they began an era of profits and gave a welcome support to 
the Government revenues. We have already treated in detail the 
problem of railway finances. They were estimated to make a con¬ 
tribution of Rs. 4*72 crores to the general budget in 1949 50. 

9. Posts and Telegraphs. This is not a very important source 
of revenue. This department is being run more for publico on- 

venience than for profit. For 1949-50 net receipts were estimated 
at Rs. 1*63 crores. 

10. Death Duty. Distinction may be made between the 
Estate Duty and Succession Duty. Estate duty is levied when 
on the death of a person his estate passes on to his heirs and it is 
graduated with reference to the total value of the property left by 
the deceased. The Succession Duty, on the other hand, takes into 
consideration the share of each individual successor and not the total 
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value of the estate, It is graduated generally with reference to the 
windfall element which increases with the distance of relationship 
between the deceased and the beneficiary. 


In almost all progressive States death duties, in one form or an¬ 
other, ocoupy an important place in the system of taxation. In 
India also the Taxation Inquiry Committee (1924-25) recommended 
their imposition. But the implementation of these recommendations 
was deferred as it was expected that a Statutory Commission would 
soon examine the whole constitutional question. These constitu¬ 
tional discussions, inquiries and conferences culminated in the 
passing of the Act of 1935. But according to the findings of the 
Federal Court there was no provision in the Act for the imposition 
of such a duty. The Act was, therefore, amended to confer the 
power of imposing such a duty cn Indian legislatures. According 
to this amendment the imposition of an estate duty has been place 
within the purview of the Central Government in respect of proper y 
other than agricultural land, and within that of the provincia 
Governments in respect of the agricultural land. When levied y 
the Central Government the proceeds are to be distributed among 
the provinces according to the principles laid down in a Centra c 

The Estate Duty Bill was introduced in the Legislative Assembly 
( Central) in 1946. But it lapsed on account of political develop¬ 
ments. A new BUI was introduced in the Dominion Parliament 

in 1948. 


There were two objects kept in view in bringing this BUI : (0 To 
reduce great inequalities of wealth distribution so that wealth does 
not concentrate in a few hands ; and (»; to fortifv th- e financial posi- 
tion of the provinces so that they may have funds enough to ca rj 
through their post-war development schemes and to enableJ”em 

improve their existing social services. During e § n( j 

fortunes have been made by some peop e in spite of E P T. and 

other wartime taxation. The passing of the BUI, it is 

place India on the road to more equitable distribution of nation 

wealth. 

The charging clau.es of the Bill generally follow 

whetheraccording to his own disposition or as a result of 1«»J 
made by the others. The governing princple a that t hetrtle o t^tn. 

2£ior tHifr i^he^Klren %££*» 

“ofr„sohh?Co„ m rttZ ry Ac\ a r 8 ',0Tal i n g with probate duties 

levied in the shape of court fees. 

A Vtp, filled uo • (i) The rates of duty ; 

and ^The d"tributi g on P of the proceeds among the pro ^ncea ; The 
= ^r^n^i^M h°e«n con.nit.tion 
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with the provinces and the decision will be embodied in a Central 
Act. 

Not even a rough and approximate estimate of the yield of the 
duty is possible as it will depend upon the rates of the duty. 

The other heads of revenue are of minor importance. 

11. Central Expenditure. Besides the railways, the chief items 
of expenditure are Defence Services, Debt Services and Civil Admi¬ 
nistration. The public expenditure in India has continued to swell 
and has grown to huge dimensions, it has increased in the preseot - 
century from Rs. 88 07 crores in 1899*1900 to Rs. 339 87 crores in 
1948*49. For 1949-50, the total expenditure was estimated at Rs. 
32 2*53 lakhs. The Defence expenditure which constitutes roughly 
half of the total expenditure was put at Rs 155*43 crores in 1948-49 
and estimated at Rs. 155*37 crores for 1949-50. Since partition, the 
Defence expenditure has gone up due to political uncertainty 
prevailing in the world abroad, trouble on our borders, and the unset¬ 
tled conditions prevailing at home. In particular, the uneasy Indo- 
Pakistan relations, police action in Hyderabad and the operations 
in Kashmir are responsible for increase in the Defence expenditure. 
Our efforts in building up the Navy and the Air Force and moder¬ 
nising the army have worked in the same direction. 

The Civil expenditure has also gone up to giddy heights since 
the war commenced in 19 »9. It was Rs. 24'8 crores in 1938-39 and 
went up to Rs. 144 ; 5 crores in 1948-49. Although the war is over 
yet the departments created during the war have not been liquidated. 
The pay-roll has continued to swell. This is the necessary incidence 
of democracy..The creation of embassies—the insignia of an indepen¬ 
dent State—, relief and rehabilitation of the refugees, the develop, 
ment soheme and food subsidies are other important factors 
responsible for the abnormal increase in our Civil expenditure. The 
number of ministries expanded from eight in 1938-39 to eighteen in 
1948-49. The secretariat too correspondingly multiplied. There is 

a continuously flowing stream of delegations r to international 
conferences. 

The Economy Committee appointed by the Central Government 
in 1949 recommended, inter alia , a cut of Rs. 6 orores in the cost of 
administration, postponement of certain schemes involving a non¬ 
recurring expenditure of Rs. 14*7 crores and an annual recurring 

expenditure of Rs. 1*6 crores, and abolition of cultural and labour 

attaches in the embassies. No new embassies are to be set up No 
new State enterprises are to be launched until those already planned 
involving a cost of Rs. 145 crores are successful. It is necessary 
that the economy at the Centre is matched by economy in the 
provinces. The Economy Committee has not recommended anv 

toamuckl ’ 1,Cti ° n8, They are " 80 many miokles not amounting 

12. Central Finance During the War. 1 The recent Indian 
finance, m comm on with the finances of other countries of the world 

!• See Indian Information of June 1, 1945. ~ " --- 
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has been dominated by the global war whose expenditure in countries 
like the U.S.A., the U K., and the U.S.S.R reached astronomical 
figures. In India the financial burden rose nearly six times the 
pre-war level. The total expenditure charged to revenue in 1938-.,9 
was Rs. 85*15 crores, whereas for 1944-45 it wa9 Rs. 512*65 crores. 
The total defence expenditure in India which was only Rs. 53 crores. 
in 1939-40 shot up to about Rs. 900 crores in 1944-45 and was 
almost the same in 1945-46. One would have shuddered to think of 
such a figure before the war. There was also a phenomenal expan¬ 
sion in the revenues too. Since 1939 there has been an increase of 
329 p.e. and 122 p.c , respectively, in Central and provincial revenues. 

Let us examine the two sides of the war balance-sheet, viz ., the 
expenditure and the revenue. 


Expenditure During the War. During the six years of the war 
the aggregate expenditure charged to revenue was Rs. 159s crores. 
On the pre-war level it should have been only Rs. 511 crores. This 
spectacular increase is solely due to an increase in the defence 
expenditure, which was only Rs. 46 18 crores in 1938 but whioh rose 
to Rs. 397*23 crores in 1944-45 and R 9 . 391*35 crores in 1945-46. 
This is indeed a big jump. But even these figures do not give a 
complete idea about the total defence expenditure, a9 they do not 
include the amounts spent by His Majesty’s Government under the 
financial settlement between the Government of India and His 
Majesty’s Government and the Lend-Lease aid recei/ed from the 

U.8.A. 

The Revenue Side. In order to meet this huge expenditure, the 
Government of India had to resort to all the usual devices for raising 
funds, viz., increasing the rates of existing taxation, the imposition 
of new taxes, the raising of loans and, finally, creating money or 
inflation. The total revenue during the six years of war comes to 
Rs. 1113 crores which should have been only Rs. 567 crores at the 
normal pre-war level, which means an increase of 100 p.c. Extra 
taxation accounted for two-thirds of this increase and the rest was 


a normal growth. 

The supplementary budget of 1940 levied a surcharge of 25 p.c. 
on income-tax, super-tax and corporation tax, which was raised to 
33£ p.c. in 1941-42 and to 50 p.c. in 1942 43. The rates of 
tax, income-tax and surcharge on super-tax were raised in 1943 44 
and surcharge on income-tax on certain slabs was raised m 1944 45. 

Excess Profits Tax (E. P. T.) was levied in 1940 41 at the rate 
of 50 p.c. on all abnormal war profits above a taxable fl^nium ot " 8# 
30,000 ; the rate was raised to 66|% in 1941-42. In 1944-45 under 
the compulsory deposit scheme the whole of the excess profats 
remaining after F. P. T. and income and super-tax have been paid 
was immobilised. The industrialists objected to the M. F. l. on 
the ground that it made it impossible for them to build any reserve 
for reconditioning of their plants after the war. The war has meant 

a great strain and wear and tear to the plants, some of 

be replaced as soon as possible. The tax held up the rationalisation 
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or efficiency schemes and thus impaired the competitive strength 
of the Indian industry. In the absenoe of this tax they would have 
faced the post-war competition with confidence. Even Sir Archibald 
Rowlands admitted in his budget speech for 1940-47 that the E.P.T. 
was a thoroughly bad tax by all the canons of taxation and he had 
to discontinue it on earnings arising after 31st March, 1948. It was 
only an emergency measure. The abolition of E. P. T. was a 
welcome relief to Indian industry. Other concessions to industry 
included special initial depreciation allowances of 10 p.c. on new 
buildings and of 20 p.c. on new plant and machinery and to allow 
for income-tax purposes expenditure on scientific research. 

Several other taxation measures were necessitated by the war. 
Sugar excise and import duties were raised from Rs. 2 to Rs. 3 per 
cwt. in 1940-41. Petrol tax was raised from 10 as. per gallon to 
12 as. The supplementary budget in November 1940 provided 
for an increase in postal and telegraph rates and telephone rentals 
which were increased still further in 1943-44. The excise duty on 
matches was doubled in 1941-42. A new excise duty on pneumatic 
tyres and tubes was introduced. The import duty on artificial silk yarn 
was increased from As. 3 per lb. to As. 6 per lb. An emergency sur¬ 
charge of one-fifth was levied on all customs import duties in 1942-43. 
Next year, two new exoise duties were introduced, viz., on tobacco 
and on vegetable produots. The exoise duty on tobacoo was further 
increased in 1944-45 and three new excise duties were introduced in 
that year, viz., betelnut, coffee and tea. 

As a result of the taxation measures adopted during the war the 
tax structure of India has undergone a fundamental ohange. The 
Indian tax system has become decidedly more progressive. The 
direct taxes have come to play a much more important part. 
The regressive oharaoter of the Indian tax system has been consi¬ 
derably toned down. The aggregate tax on income increased from 
Rs. 17*28 crores in 1938-39 to Rs. 190*6 crores in 1945-46 which 
means a 12-fold increase. In 1938-39 the proportion of taxes on 
income to total tax revenue was 226 p.c. but was as high as 70 p.c. 
in the revised budget for 1944-45 and 62 3 p c. in 1945-46. The yield 
of customs revenue iu spite of 20 p.c.* general surcharge showed a 
decline* due to import restrictions and shipping difficulties. The 
excise revenue has shown unusual buoyancy. Their yield in 1938-39 
was Rs. 8*66 crores, but it jumped up to Rs. 39*07 crores in 1944-45 
and Rs. 49 crores in 1945-46. In course of time the exoise duties 
may be expected to wrest a place of importance from the customs 
revenue. The yield of oustoms duties was Rs. 40*61 crores in 1938-39. 
It dropped to Rs. 26*20 orores in 1942-43, but the estimate for 
1945-46 rose to Rs. 55*25 crores. These are a few indications 
to show that a bit of a revolution has been effeoted in our tax 
system. 

13. Salient Features of 1949-50 Budget. The Indian Finance 
Minister now-a-days is in an unenviable predicament. In 1949 50, 
he has to cover a revenue deficit of Rs. 14*79 orores and at the same 
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time grant relief in taxation to higher inoome groups in order to 
provide incentive for saving and investment, and to the lower 
income groups in order to alleviate distress due to the rise in the 
cost of living. This state of dilemma is reflected in the budget 
proposals for 1949*50. 

On the expenditure side, the Defence Budget shows an increase 
ofRs. 194 crores over the revised estimate for 1948-49. This is 
mainly due to the Kashmir operations. There is an additional 
provision in the budget for the expansion of the Navy and Air Force. 
Rs. 9"85 crores have been provided for the relief and rehabilitation 
of the refugees. About Rs. 20 crores were spent in this connection 
in 1948-49. The food subsidies and bonus on procurement are 
estimated to cost Rs. 32-97 crores. The budget provides for 
Rs. 26‘81 crores for grants and Rs. 49‘25 crores for loans to provinces 
for financing development schemes. For Central schemes a provision 
of Rs. 12 83 crores has been made in the revenue budget and 
Rs. 24*97 crores in the capital budget. 

The new taxation proposals are calculated to allay fears of the 
investing public and to create conditions favourably for industrial 
development. Accordingly various reliefs in taxation have been 
offered. Tn the field of direct taxation, the Capital Gains Tax has 
been abolished. Some relief has been given to income-tax payers 
in the lowest and medium income groups. Some relief has also been 
afforded in super-tax. Relief by way of depreciation allowances 
is also promised to those who were prepared to renew and requip 
their capital assets immediately. For all new plants and machinary 
installed during the five years from April 1, 1948, depreciation 
allowances at double the ordinary rate will be allowed. Also if by 
April 1, 1953, there is a drop in the general level of price®, the 
difference between the written down value of the assets and the 
corresponding value at the redcued price will be allowed as 
additional depreciation allowances. For existing plant and machinery 
extra depreciation allowances will be granted for increased wear and 

tear if triple shifts are worked. 

In the field of indireot taxation the export duty on oil seeds 
and vegetable oils is abolished, because these dut ; es hamper tie 
maintenance of our exports. A rebate of half the duty is given on 
aviation spirit used by air companies. The object :s to assist civil 

aviation and to foster the development of flying clubs. In order to 

aid industries a relief in customs duty will be given on a number of 
imported raw materials. 

Among the new taxes imposed to cover the defioit may be 
mentioned increase in postal rates additional oustomsjduties on luxury 
items new export duty on cigars and cigarettes increase m duty 
on motor spirit, increase in export duty on betelnuts, increase in 
excise duty on sugar, and motor tyres, exoise duty on cotton cloth 

and rationalisation of matoh duty. 
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Ike inorease to posts! rates is bound to b«, Kae^ed by the 

general public. As a result of increase me Qf theae essential 

‘ the imposition of exoise duty on doth, th P & set . back i a the 

commodities is bound to go ^ of the faot that the levels of 
SKEW import duties are already*. 

z a . 8 u e se stfssxs th “ 

left only with exoise duties as a source of additional revenue. 

Ta. ig rea llv gratifying that the budgetary equilibrium has been 

unsettTetnent ‘rSsTJN ation‘.rcaS?gratifyiug^areJure to 

CSL*» - W 

££|SS to" auTtb^nwJn *STd£» 

into a surplus, however small, without any abnormal increase m 
taxation shows the resiliency of our financial structure even though 
our taxable capacity is notoriously poor. Commenting on this tfi 
Indian Finance observes : “ When one contrasts the com P® ratl ^®Jj 
stable character of the increase in revenue with the emergent and 
transitory nature of the increase in expenditure, one will recognise 
the large elbow room that the Government can expect to have at 
a later stage for adjusting the conflicting claims either for relief in 
taxation or inorease in appropriationBut publio opinion will not 
be completely satisfied unless expenditure is considerably our tailed. 

The budget has been balanced but only technically. Taking 
the revenue and capital budgets together there is a big gap of 
Rs. I M3 65 crores. It is, therefore, really a deficit budget and cannot 

be considered an anti-inflationary budget. Further, as the finance 

Minister himself says, “ A balanced national budget may, and often 
does, cover a multitude of ill-balanced family budgets In this respect, 
we have still formidable task ahead of us, the task of fighting wants 
sickness and poverty and raising the living standards of the millions 
to whom the emancipation of the country will be a mockery un¬ 
less it is translated in terms of opportunities for a fuller, freer and 

better life. 

14. The Budgets at a Glance 

Revenue 


4 

Customs *** 

a 

% * 4 

• 

t 

BeVitfed. 

1948-49 

117,25 

l a 

(In lakhs of Rs.) 

Budget. 

1949-50 

107,25 1 

Central Exoise Duties 

• 

• •• 

i f 

50,25 

+3,98*) 
+ 11,52 5 

* Corporation Tax 

— 

• •1 

579,2 

+ 11,62*) 
41,81 

♦Budget Proposals. 
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Taxes on Inoome other than Corporation Tax 

100,75 

113,191 

-6,10*) 

Opium 

• • • 

1,08 

1,18 

Interest 

• • • 

1,42 

1,19 

Civil Administration 

• • • 

7,05 

6,78 

Currency and Mint 

• • • 

13,05 

9,70 

Civil Works 

• • • 

1,02 

1,02 

Pre-partition Receipts ... 

• • • 

13,40 

• • • 

Other Sources of Revenue 

• • • 

6.52 

5.37 

Posts and Telegraphs 

Net contribution ... 

• • • 

3,73 

1,63 1 

+ 2.84* 1 

Railways 

Net Contribution 

Deduct— Share of Income-Tax revenue payable 

7,34 

4,72 

.to Provinces 

• • • 

• 

41,70 

-43,851 

+ 3,00* ) 

Total Revenue 

Expenditure 

338,23 

322,98 

Direct demands on revenue 

• • • 

9,88 

10,06 

Irrigation 

• • • % • • 

8 

12 

Debt Services 

• • • • • • 

39,91 

39,29 r 

Civil Administration 

• • • • • • 

38,35 

40,50 

Currenoy and Mint 

• • • • • • 

2,76 

2,23 

Civil Works 

• • • • • • 

8,15 

7,32 

Pensions 

Miscellaneous— 

• • • • •• 

• • • • • • 

2,68 

2,68 

Expenditure on refugees 

• • • • • • 

19.45 

9,85 

Subsidy on food grains 

• • • • • • 

31,96 

32,97 

Other expenditure 

• • • • • • 

5,30 

6,12 

Grants to Provinces, etc. 

• • • • • • 

2,96 

2.96 

Extraordinary items 

• • • • • • 

2,21 

2,06 

Defence Services (net) 

• • • • • • 

155,43 

157,37 

Pre-partition Payments 

• • • • • • 

20, r 6 

10,00 

Total Expenditure ... 

Deficit 

339,87 

—1,65 

322,53 
Surplus+45 


15. Recent Financial Trends. For some years the oustoms 

revenue is likely to register an inorease as the shipping situation 
becomes easy. There is huge pent-up demand for both consumer’s 
goods and producer’s goods. The imports are bound to increase. 
But as industrialisation in India gathers momentum, this source of 
revenue will oontract and the excise duties will beoome more 
important. » 

The yields from inoome-tax, super-tax and corporation tax are 
likely to go up as India gains a measure of industrial prosperity. 

Direct taxation will assume still greater importance, and the 
Indian tax system will shed its regressive character and become 
more and more progressive, and hence more equitable. 

♦Budget Proposals. 
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finance 


Greater reliance will be plaoed on public borrowing to 

post-war development schemes. 

The higher scales of salaries that have been fixed may put the 
Government in fairly difficult position as deflationary tendenoy sets 

in. # 

Sir Jeremy Raisman, in his budget speech of 1944, pointed 
out that after a year or two of deficits, he expected a surplus o 

Rs. 100 orores per annum in the 4th or 5th year of the war. An all out 
borrowing programme would bring nearly Rs. 1,000 crores in the 
first five years for financing the post-war development schemes. 
Among the possible new sources of taxation he mentioned Estate 
Duty—a duty on property other than agricultural property, agri¬ 
cultural income tax, the expansion of sales or turnover tax, and 
finally revenue from some of the key industries which may be 

nationalised. 

16. Taxable Capacity. The term taxable capacity is capable 
of being used in different senses. In the absolute sense it means 
the limit beyond which no tax-payer can possibly pay any further 
tax ; it may also mean that for eaoh tax there is an optimum point 
beyond which the tax should not be increased ; otherwise its yield 
will begin declining. 

Attempts have been made to estimate a country’s taxable 
capacity in order to explore further avenues of taxation. Sir Josiah 
Stamp would measure it by the surplus of production over consump¬ 
tion, i.e., by savings. Bat it is not possible to measure taxable 
capaoity with any preoision. As a matter of fact, taxable capacity 
is not anything definite or a rigidly fixed quantity. It is fluid and 
it varies with circumstances. It very largely depends upon the 
psychology of the tax-payers. A popular leader at the helm of the 
State affairs can galvanize public spirit and enthusiasm so 
that the response to appeal for financial help is astonishing. People 
cheerfully pay taxes to further a popular cause which otherwise 
might have evoked a rebellion. A responsible Government is in a 
happier position in tapping the potential taxable oapaoity of the 
nation. 

In India there are constitutional reasons for the in vdequaoy of 
public revenues. As Sir Walter Layton remarks, “ Members of 
neither the provincial nor the Central legislatures are willing to 
inour the unpopularity by voting increased taxation so long as there 
are no means of ensuring that the revenue will be spent on servioes 
which they might wish 13 develop or so long as it can be argued 
that resources might be obtained by reducing expenditure on ser¬ 
vioes not under popular control (such as the army)’* 1 

The taxable capaoity thus depends on the will to pay and any¬ 
thing that affects this will. The rate of the tax, the method of 
collection, in particular, the purpose on which money is spent and 


1. Indian Statutory Commission Report, Voi, 2, pp 209-10, 
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distribution of wealth in the country are some of the important 
factors that determine the taxable oapacity. Further* it is held that 
private property is a publio trust and must be surrendered at the 
demand of the State. 1 From this point of view the question of 
capacity does not arise and the taxation is governed by the necessi¬ 
ties of the State. 

As for the taxable capacity of India in the sense in which 
Stamp uses the term, it is pointed out that the consumption in 
India is very small as the standard of living is extremely low. As 
the taxable capacity is the measure of the difference between pro¬ 
duction and consumption, it is inferred that our taxable oapacity 
is large. This is obviously a wrong conclusion, for the production 
in India is also very small. There is a certain civic minimum of the 
standard of living, not for the individual but for the family, which 
must be ensured to the people so that they do not merely exist : but 
live and work efficiently. A tax should not impair the productive 
capacity of an individual by encroaching upon the bare neoessariea 

of life. 

Sir Walter Layton points out that taxation in India form* only 
8 per cent, of the national income, whereas it is 20 per cent, in 
Britain and 20 per cent, in Japan. According to him, there are 
large accumulations of wealth which can be taxed without tax 
becoming intolerable. He says : “ In spite of the widespread 

poverty in India, I see no reason to doubt that the public revenues 
of India can be substantially increased without taxation becoming 
intolerable.” 2 The budgets, since the war,.bear ample testimony to 
the potential taxable capaoity of India. But this capacity should 
be wisely exploited. The only justification for exploiting it will 
be the increased expenditure on the beneficent functions of 
the State, and after the military budget has been considerably scaled 

down. 

17. Burden of Taxation and its Distribution. There , has 
been a lot of controversy on the subject whether India ,is ; lightly 
or heavily taxed. It has already been mentioned that.,.tax in 
India is only 8 per cent, of the national income whereas it is as ; Jugn 
as 20 per cent, in Japan and 20 per cent, in Britain. The tax 
burden per head in 1939-40 came to only Rs. 6-0-2. The tax 
burden must be now much higher on account of v additional taxes 
levied to meet the war expenditure. It may be put at Rs. o per 
head nearly. The inference is dtavm that India ft 0 ™ 

lightly taxed than the other advanced oountnes. , Bttt this is not a 

vaild inference. 

The figures given above, no doubt, would indioate a lighter 
burden of taxation in India. But we oanuot go by these figures 
alone The level of taxation oannot be considered without any 
reference to the nature of publ io expenditure. If the citizens do not 

1. Stamp—Principles of Taxation, p. 134. 

2. Indian Statutory Commission Report, Vol 2, p. 2U». 
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receive any reasonable return in the shape of beneficent services 
rendered by the “ tate, even a light tax becomes burdensome. , 
on the other hand, the State performs numerous social services for 
the individuals, even high taxes are ungrudgingly paid 1 his only 
means that the people have decided to fulfil more of their wints 

collectively rather than individually. If the State provides free 

education, free medical aid, undertakes to look after the dependants 

of the deoeased bread winner, and train and find a job for every 

young man, why, it may tax away half of our incomes ; and if it 
goes further and undertakes to provide all our requirements of food, 
clothing and others and provide free cinemas and such other ameni¬ 
ties, it can appropriate in taxation even 75 per cent of our income 
without the taxation becoming oppressive. 


In other advanced countries State grants poor relief, provides 
insurance againt sickness, unemployment and old-age pensions, 
makes excellent sanitary arrangements, builds and maintains good 
roads, and provides educational and medical facilities on a liberal 
scale.’ There the taxes cannot be burdensome. But in India, 
where the bulk of the revenue is swallowed up by the military 
expenditure, debt services, and civil administration g,nd little i a left 
for social services of the type mentioned above, even the small 
amount of tax is grudgingly given. Further, a higher percentage 
of tax on income in rich countries may actually mean a lower bur¬ 
den of taxation, whereas a lower percentage of the poor country may 
mean that it is more burdensome. This is an elementary principle 
of progressive taxation. Therefore, India is not so lightly taxed as 
is sometimes supposed. 


But the iniquity, if any, in the tax system does not lie in the 
figure of taxation but in the distribution of the tax burden and it 
i 9 in this respect that Indian tax system is the greatest culprit. 
Most of the Indian taxes press more heavily on the poor, e.g., land 
revenue, customs, excise duties on matches. Land revenue 
is positively regressive. Only income-tax, tax on motor spirit, 
and taxes on luxuries in the import schedule fall on the rich. On 
the whole, the burden on the poor is much more than on the rich. 
This is the opinion of the experts. The Indian Taxation Enquiry 
Committee (1924-25) and Sir Walter Layton in 1930 suppor'ed this 
opinion, and Sir James Grigg declared in the Assembly in March 
1938 : “I havj no doubt that taxation in this country (India) 
lets off the rich too lightly and presses the poor too heavily.” Prof. 
K.T. Shah worked out the figures relating to 192 1-24 and oame to 
the conclusion that “economically the weaker and less able seotion 
bears pecuniarily the largest proportion of the tax burdens in 

India.While from the average family income of Rs. 1,000 per 

annum and over, the tax deduction aggregates Rs. 100 orores oiit 
of a total of Rs. 600 orores of wealth enjoyed by less than a twenty- 
fifth of the population, the remainder of Rs. 150 orores is deducted 
from a total wealth of about Rs. 1,000 or 1,200 orores enjoyed by 
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26 per cent, of the remaining population.” 1 

It is necessary that the burden of taxation should be made 
more equitable. Articles and services of general consumption 
should be exempted or taxed lightly and those consumed by the 
rich should be taxed more heavily. There is a strong case for 
reduction of land revenue and imposition of tax on agricultural 
incomes. These are only a few suggestions. Several other reforms 
can be introduced to achieve the same purpose. The Budget por- 
posals for 1946-47 reflect a change for the better in this respect. 
Sir Archibald Rowlands refuted the charge that it was a rich man’s 
budget. He pointed out that whereas before the war the direct 
tax-payer paid 23 per cent, under the new proposal he would pay 
55 per cent The moderately prosperous would now pay more than 
half of their income and the rich man would pay practically 90 per 
cent. 

During the war, the burden of taxation had become almost 
unbearable. India is a very poor country and the tax burden can 
only be gradually increased. 

INDIAN PUBLIC DEBT 

18. Nature of Public Debt. India occupies a very happy posi¬ 
tion so far as her public debt is concerned, because most of her 
public debt is productive, and yields a large revenue, muoh larger 
than the interest charges. Ihe bulk of her debt is invested in 
solid and lucrative assests like railways and irrigation work or is 
lent out to Indian provinces and States. Thus the capital outlay 
on railways up to 31st March 1946 accounted for no less than Rs. 797 
orores on Posts and Telegraphs and other Commercial Depart¬ 
ments Rs. 42 crores, Loans and Advances Rs. 144 orores and Cash 
and Investments Rs. 547 crores, making a total of Rs. 1,530 crores. 
Thus of the total interest-bearing obligations of Rs. 2,159 crores n 
only Rs. 629 orores represent uncovered debt. Even thi3 may not 
be called wholly unproductive, for the defence capital outlay and 
capital outlay on Central property is not without value. 

19. The Increase in Public Debt. The volume of public 
debt was only £ million in 1792. But the wars that the East 
India Company waged for conquering and consolidating the British 
Empire in India meant an increase of debt. On the eve of the 
Mutiny it stood at £ 60 million \ the cost of the Munity raised it to 
£ 100 million in 1860. The debt of the East India Company was 
inherited by the present Indian Government when the authority 
passed from the Company to the Crown The East India Company 
had also to be paid dividends till the Company’s stock was liquidat¬ 
ed in 1874. Most of the debt was unproductive ; but since the 
Crown had assumed the authority, there was a steady increase in 
productive debt due to launching of irrigation and railway schemes. 

In the pre-war years, Government made vigorous attempts to cut 
down the amount of unproductive debt throu gh the manipulation 

1. See Jathar and Beri- Indian Economics, Vol. II, p. 54. 
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of merely an accounting transaction. The surplus revenue was 
utilized in public works ; but it was first supposed to be repay- 
ment of the ordinary or unproductive debt and then redent for 
public works schemes. Thus each surplus utilized ,for public works 
increased the productive debt, but it at the same time decreased 
correspondingly the unproductive debt. The result was that in 
1914 the unproductive debt was reduced to a small figure ot Ks. d 
crores. The unproductive ,debt would have been ext j n gui8hed 
altogether in .this way in a few years had not the War of 1914-18 
come in with a heavy load of the unproductive debt. War gift of 
£100 million to the British Government and reourring deficits in 
post-war years added to our debt. The amount of unproductive 
debt in one decade (i.e , by 1924) rose to Rs. 258 crores, the productive 
debt rose from Rs 400 crores to Rs. 700 crores during the same 
period. 1 Mr. Gokhale was a strong critio of this policy of reducing 
the unproductive debt. In his opinion, there was no need for suoh 
unseemly haste, for the amount of the unproductive debt was not 
large. It would have been better to utilize the revenue surpluses 
either in giving relief to the tax-payer in the form of lowering or 
remission of taxes or in extending the scope of beneficent activities 
like education, publio health, eto. 

The following figures show how our debt position has ohanged 
during the war 

31et March, 1939 .31et March, 1946 

Sterling Loam and Railway 

Annuities ... ... Rs, 446 crores Rs. 39 crores 

Rupee Loans and Treasury Bills ... Rs. 484 orores Rs. 1671 crores 

Unfounded debt (Cash Certificates... 

Provident Funds and Savings 

Bank Deposits) ... ... Rs. 229 crores Rs. 320 orores 

Total Rs. 1,168 orores Rs. 1,930 orores 

20« External Element in our Public Debt. There is one aspect 
of our publio debt to which we cannot help referring. A very large 
proportion of our public debt was external External debt is a 
dead weight on the country, whereas internal debt merely involves 
a redistribution of wealth within the country. Interest paid on 
foreign loan goes out of the country and is a clear loss. The extent 
of our foreign obligations was estimated by Dr. Keynes in 1908 to 
be £ 356 million. Dr. Dubey in 1930 put it at £ 600 million 2 and 
B. Ramchandra in 1934 at £ 612 million. 3 Bulk of the sterling 
capital is, of course, held by foreigners ; but they also hold nearly 
one-half of the rupee debt. Though the rupee debt is only issued 
in India, it is not neoessarily held by the Indians. It is estimated 
that Rs. 15 orores go out every year in interest payment. Profits on 

foreign capital amount to £ 16 million every year 4 . 

_ _ 1 % 

1. L)atta, B. P.—Economic Problems of Modern India, by Radha Kamal 
Mukerjee, 1941, pp. 478-79. 

2. Dubey—Indian Public Debt. 1930, p. 3 

3. India Analysed Vol. II, p. 87. 

4. Rangafiwamy Aiyanger-^ Some Trends of Modem Public Finance, 1936. 
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These transactions are likely to evoke adverse comments on 
our relationship with England. It is, therefore, very gratifying 
that our sterling obligations have now been wiped out, on account of 
our financial transactions during World War II. The War has 
proved a blessing in disguise. Our financial authorities had a very 
poor opinion about the Indian money market till the war (1914-18) 
when success of war loans gave theip a very agreeable surprise. Up 
to the last war, whenever the Government of India wanted money, 
it invariably approached the London Money Market. The rates 
offered were sometimes unduly high. Since they have resorted 
more and more to the Indian market which has proved cheaper. 
There was another objection to foreign loans. The foreign inves¬ 
tors always clamoured for safeguards and impeded constitutional 
development in India. 

21* Funded (Permanent) and Floating Debt. —About 90 per 
cent, of India s debt is Funded or permanent debt. During the 

first war (1914-18) an innovation was introduced. Treasury Bills 

were issued. They are repayable generally after three months. 
But fresh issues are made when the old issues mature. Treasury 
Bills now form a very important feature of Indian finance. Such a 
large amount of floating debt, however, may prove a source of 
embarrassment to the Government. 

22. Debt Redemption. Till recently the Finance Department 
in India had no deliberate and systematic plan for the redemption 

of debt. Some sort of sinking fund for the purpose is always 
desirable not merely because it is better to repay debts, but also 
because contributions to sinking fund evenly spread out the 
burden of debt over future generations. It is also necessary for the 
maintenance and improvement of the credit of the country. 

Lord Wellesley in 1798 experimented with a sinking fund, but 
the scheme was continued only for a decade. The Government of 
India did make some haphazard attempts in the direction of 
reduction or avoidance of debt. Obligations arising out of the 
purchase of railways were met by a compulsory scheme of annuities, 
and railways sinking funds were used for the purpose. The annual 
Famine Insurance Grant was also sometime utilized for the reduc¬ 
tion of debt. Reference has already been made to the utilization of 
revenue surpluses for the reduction of ordinary debt. A sinking 
fund was created in 1917 when £ 600,000 were proposed to be set 
aside every year, and also If per cent, of the loan for the purchase 
and cancellation of securities. 

But the credit of having introduced the first systematic and 
comprehensive scheme for regular debt redemption belongs to Sir 
Basil Blacket. He proposed setting aside every year Rs. 4 croies 
plus l/80th of the excess of the debt outstanding at the end of 
each year over that outstanding on 31st March 1923. In 1933-34, 
when the railways on account of loss of income ceased making any 
contribution to the general revenues, the Blaoket' scheme was 
suspended and provision for reduction of debt was reduoed to Rs. 8 
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orores. As the debt is mainly on account of the railways, it was 
considered fair to stop provision to the general revenues, lne 
railways have, however, resumed contributions ; but the provision 
for reduction of debt still continues to be Rs. 3 crores every year. 

Postal Savings and Postal Cash Certificates are also obligations 
of the Government of India. Formerly they were considered to be 
repaid out of inflow, and no regular provision was made tor 
their repayment. Since 1930, however, the aotual accruing liability 
for the postal cash certificates has come to be regularly provided 

for. 

It must be said that our debt redemption arrangements are 
still far from scientific. In other countries there are commissioners 
for public debt who constantly keep their hand on the pulse of the 
money market, so that they may be able to choose the best time 
for fresh issues or for conversion plan. They dovetail properly alb 
the loans and plan out harmoniously the redemption of the various 
issues. We should also have a similar organization. 

23. Effect of World War II on Public Debt. Such a gigantio, 
war as the one that has just ended could not leave the finances of 
a country unaffeoted. The Government of India had to resort to 
loan operations in order to prosecute the war successfully. Among 
the several loan issues may be mentioned 3 per cent Six-year Defence 
Bonds issued in June 1940, Ten-Year Defence Savings Certificates 
and Interest-free Bonds, and second 3 per cent. Defenoe Loan of 
longer duration issued in February, 1941, to replace 3 per cent Six- 
Year Defence Bonds. Besides these loan issues, Defence Savings 
Provident Fund was instituted for all Government servants and 
also Postal Defenoe Saving Bank Account giving 1 per cent more 
interest than the ordinary Savings Bank Account. In 1945-46, the 
borrowing programme was further extended by the issue of 3 
per cent loan 1953-55, 3 percent First Victory Loan 1957, re-issue 
of2f per cent 1948-52, and 3 per cent Funding Loan 1956.68, 
The investment in Government Loans resulted in the withdrawal of 
redundant purchasing power from the public. This reduced the 
pressure on the prices of consumable goods and the loans enabled 
the Government to build up reserves for development purposes. 
The progressive total of public loans issued siaoe the beginning of 
the war up to the end of January, 1946, amounted to Rs. 1,173 
orores. 

Redemption and Repatriation of India's Sterling Debt . The big¬ 
gest surprise t bat has come to us from the war (1939-45) is that 
our long standing foreign debt has been after all practically wiped 
out. In 1941-42 instead of paying anything we expeoted a refund 
6f £ 26 million. Funded debt of India in Great Britain which stood 
before the war at £ 300,000,000 has been extinguished. The total 
amount of repatriated sterling debt up to February 21, 1944, was 
£ 350 milliono The railway annuities and debenture stock will be 
liquidated in 1956 if not earlier. That the character of public debt 
in India has undergone a significant change is dear from the faofe 
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that it is now, nearly all of it, in the form of rupee debt. India 
finds herself in entirely a novel situati on. In 1938-39 the public 
debt was Rs. 395*50 orores and by 1945-48 it oame down to barely 
Rs. 14 orores.* 

But how has this miraole been accomplished ? Her balanoe of 
trade was markedly favourable ; she sold more than she purchased 
from outside ; she sent large quantities of military supplies to 
His Majesty’s Government ; she incurred expenditure on behalf of 
the Allies ; she had to recover a portion of war expenditure from 
British Government. She also received a substantial amount to¬ 
wards the cost of modernization for the equipment of Indian Army. 
All these factors cumulatively turned the scales in favour of India. 
India accumulated sterling balances which stood at £ i330 million 
on March 31, 1946. Since then they have been falling due to large 
imports of food grains and consumer’s goods. After the settlement 
of June 1948, the sterling balanoes oame down to £ 800 million. 

But this new situation now is fraught with serious problems. It 
will be neoessary to husband these resources and not to fritter them 

away. 

In his budget speech Shri Shanmukham Chetty, the Finance 
Minister, amply explained how our debt position was intrinsioally 
sound. At the end of 1948 the total outstanding publio debt 
stood at Rs. 1,795 crores and it was expected to rise by a further 
Rs. 66 orores during 1949 to Rs. 1,851 crores. The total of the 
interest-bearing obligations was estimated at Rs. 2,182 orores at 
the end of 1948 and Rs. 2,331 crores at the end of 1949. 
Against these obligations we expect to have at the end of 1948 
roughly Rs. 1,161 crores and at the end of 1949 nearly Rs. 1,237 
crores by way of interest-yielding assets representing the invest¬ 
ments in the two great commercial departments oi Government, 
namely, the Railways and Posts and Telegraphs, outstanding 
amounts due frem the provincial Governments, Indian States, 
Burma and others and the probable debt due from Pakistan. 
Besides, there were cash and other investments on treasury account 
amounting to Rs. 246 orores at the end of 1948 and Rs. 130 orores 
at the end of 1949. Thus the total interest-bearing obligations 
not covered by the interest-yielding assets and cash and other 
investments were estimated to stand at Rs. 775 orore3 at the end of 
1948 and Rs. 864 orores at the end of 1949. 

The burden of debt must be judged primarily by the size of 

the dead-weight debt. The total publio debt has been estimated 
at Rs 2,226 orores (1949) out of which only Rs. 900 orores is re¬ 
presented by unproductive debt. This amount is oertainly very 
small when compared with our resouroes, and national inoome. The 
Finance Minister roughly puts the national inoome at Rs. 4,500 
orores Thus our total interest-bearing obligations which were 
exneoted to stand at Rs. 2,231 orores at the end of 1949 amount to 
less then half of our national inoome. In the United Kingdom 
and the U. S A. it is nearly three times and more than 1$ times, 

respectively. 
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There is another way of looking at out debt position. We might 
consider the interest charges in relation to the annual reve nue. 
For 1948-49 our gross payment of interest charges -amounted to 
Rs. 1,682 orores. We get Rs.» 2,256 crores from our commercial 
departments like Posts and. Telegraphs and by way of interest 
receipts from provincial Governments and other sources. The net 
interest payment is, therefore, Rs. 3,616 orores. If we deduct 
Rs. 9 orores that we expeot by way of interest from Pakistan, the 
net interest payment comes to about Rs. 27 orores. The anticipated 
revenue is Rs. 256 28 crore8. The net interest payments are thus 
10 i p.o. of our revenue This shows that India can carry a much 
larger debt burden and there is great scope for the raising of pro¬ 
ductive loans. Thus the savings of the community can be mobilised 
on a much larger scale for financing the various development 
sohemes. In the words of Shri Chetty, *'In spite of all the trials 
to which our infant State has been subjected to we have the solid 
foundations on which we can confidently build the superstructure 
of our economic and social edifice”. 


CHAPTER XXXIII 

PROVINCIAL FINANCE 

1. Introduction. We have seen in a previous chapter that at 
one time the Indian provinces had no independent financial 
existence. They were at the mercy of the Centre and were fed 
by annual grantsl. The process of financial devolution culminated 
in 1919 in a clear-cut division of revenue sources between the 
Central ani provincial heads. The principal heads of revenue 
for provincial Governments, now are Land Revenue, Irrigation, 
Excise, Forests, Stamps, Registration and other Scheduled taxes. 

Now a word about eaoh of these heads of revenue. 

2. Provincial Head of Revenue. Land Revenue Land revenue 
has occupied a very prominent position in the Indian tax system. 
Next to custom it is the most mportant souroe of revenue, bringing 
in Rs. 34 orores a year. 

But the Indian land revenue system is full of anomalies. A 
non-agriculturist, earning less than Rs. 3,000 a year, is not taxed ; 
but even the poorest peasant, hardly earning enough to support 
himself and his family for a few months in the year, has to pay 
land revenue. The U. P. Banking Enquiry Committee considered 
30 per cent of holdings to be uneconomic and another 52 per. cent, 
just on the margin. Obviously the Government cannot afford to 
inour a huge loss of revenue by freeing 82 per cent, of the holdings, 

Exemption of uneconomic holdiags will enoourage further fraction* 

alization. Besides, it is difficult to fix on any objective test of an 
eoonomio holding ; it will vary from province to province. There 
are soores of other administrative difficulties. And yet some way 
must be found to give relief to the Indian peasant who is the 
poorest and most heavily taxed in the world • 

The land revenue demand forms a oertain percentage of ‘net 
assets’ but there are wide provincial variations in this respect and 
also in the terms of settlement. It varies to the extent of 28 per 

oent. between province and provinoe and 300—430 per oent. if 
viewed in relation to the provincial population. 1 ‘Its proportion 
to rent ranges from 50 to 20 per oent. in the U.P., 42 to 7 per oent. 
in the C.P. and 100 to 10 per oent. in Madras.’* 

The greatest of all anomalies arises from the permanent settle* 
ment of Bengal by which the State has surrendered in perpetuity 
Its share incremental values. The .rigidity of the land revenue arises 
from the faot that It is fixe d for a long period. This defect has 

1 C N. Vakil—Fiscal Developments in British India, 1920, p. 371. 

2. Rangaswamy Aiyangar—Some Modern Trends in Public Finance, 19 0 
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been overcome In the Punjab by the introduction of a sliding scale 
system. 

There is no doubt about this tax being regressive. As the 
agricultural interests dominate the provincial legislature, it is very 
likely that given a favourable opportunity, land revenue will be 
reduced. 

The shortcomings of land revenue have been thus summed up : 
“It is uncertain in inoidenoe, inoorreot in assessment and oolleotion, 
uneconomic in its administration, unequal in its distribution and« 
inelastic, and far from benefiting the. cultivator who pays the tax. 
It is prejudicial to the growth of capital and improvements in 
agriculture 1 .” 

Irrigation. Water rate is in the nature of a tax. But there is 
no clear principle on which it is charged. The practice varies from 
province to province. Sometimes it is mixed up with land revenue ; 
in other oases different rates are charged for irrigated and un- 
irragated land. Water rate cannot be charged on the cost of 
service principle for then the rate will be different for each irrigation 
work, nor can it be oharged on the benefit principle. There has to 
be a compromise. 

There are grounds for a generous treatment of the oultivator. It 
is wrong to think that a particular class benefits from irrigation 
works. They increase national income and taxable oapacity ; they 
save life in case of famine and obviate the necessity of remission 
and suspension of land revenue. Therefore they have to be con¬ 
sidered from a broader sooial point of view. 

. At present, the water charges are seldom revised ; yet frequent 
revision is essential to suit the charge to the profitableness or other¬ 
wise of agriculture. It will be better if irrigation finance is separa* 
ted from the general provincial finance. 


Excise. The excise revenue is derived from the duty 
on manufacture of alcoholic liquor, drugs, opium, etc , and from 
licence fees from the vendors. The excise income in 1929-30 rose 

to an alarmingly high figure of Rs. 20,41,23,285. It was alarming 

because it indicated increase in the habit of drunkenness. In 
recent years the excise revenue has gone on decreasing or has 
remained stationary. In course of time, this source is sure to get 
dried up It is the wish of every social reformer in India to see 
the evil of drink stamped out from the country. 

The Government has been trying to oheck consumption bv 
moderately high duties which may not encourage illioit distillation. 
Ihe Congress MinistnesboMly launched on the policy of selective and 
gradual prohibition. Total prohibition at one stroke seems to be 
beyond the pale of practical finance. Apart from a loss of revenue 
1 r “““..JF®m administrative expenditure in checking 
nn ifc or illl0,t dist llation. But through the reduction of the 

number of shops, limitation in number of o pening hours, restricting 

p. 147," Na ' ra8iwha Aiyangar—Indian Journal of Economics. Vl7 (1927). 
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the supply, higher tax on stronger liquor and curtailment of other 
attractions in the shops and gradual, extension of* dry 9 areas, the 
goal of prohibition can be realized. 

There is a deep-rooted sentiment in India against drink; 
every Indian woman is opposed to it. But exclusive reliance on 
•reform-from-within’ principle will mean postponement of complete 
prohibition till Dooms Day. Restrictive legislation is absolutely 
essential to hasten the approach to this very desirable goal. Most 
.of the provincial Governments have now adopted the polioy of 
prohibition. There is now Congress rule in all provinces. We may, 
therefore, expect that the policy of prohibition will be implemented 
with due speed and all earnestness. 

Forests . Forests require a very liberal capital outlay for a 
long time before they can be made to yield a handsome return^ 
Money has to be almost lavishly spent on afforestation, protection 
and development of the means of transportation. Private enter* 
prise cannot do it. But the State can well afford to do it and can 
patiently wait for the return, for it is not expected to discount 
future at a heavy rate. Frankly speaking, our expenditure on 
forests has been muchjless than would seem necessary. The bulk 
of the revenue is derived from the sale of timber, fuel and other 
‘minor* produce and from fees on grazing. The gross revenue in 

1939-40 was about Rs. 3 crores. 

Stamps . Stamps are judicial and commercial, the former 
affixed on plaints and petitions, and the latter on commercial 
transactions. There are some people who think judicial stamps are 
a tax on justice. But it should be borne in mind that in such cases, 
the administration has always to perform certain services to the 
litigant public. The decrease in the number of suits in consequence 
of the indebtedness legislation has adversely affected the revenue 
from stamps which in 1939*40 was about Rs. 10 crores in British 

India. 

Registration. The registration fee is charged when documents 
relating to immovable property are registered. An increase in this 
revenue may mean economic distress compelling the people to alienate 
th&ir property. It is a payment for ensuring a satisfactory record 
of the transaction and to prevent, or easily settle, any further 
dispute on the point. The total revenue is, however, very small, 

being about Rs. 1 orore in British India. 

Scheduled Taxes. These are the taxes which the provincial 

Governments were empowered to impose under the Reforms Aot of 

1919, e.g.. taxes on betting, amusements, advertisements, succession 
duties and taxes on land put to non-agricultural uses. 

3. Provincial Expenditure. Besides maintaining the adminis¬ 
trative machinery, the provincial Governments have to look to the 
sooial needs of the people and administer the nation-building 

departments like education, medical and “theSvS 

and industrial development. As compared with other advanced 
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scale of expenditure on these aervioM <■> 


No wonder that the standard 

That is 


countries the 

SSd’JtieMt India is extremely poor, 
why only a r microscopic minority of Indian people is JJerat 
lakhs of men, women and children are swept away by ever-reourr- 

ing epidemics. 

4 Critical Review of Provincial Finance- We may again 

repeat that the provincial Governments derive their revenues 

from sources which are not likely to expand but are likely to 
diminish, whereas the services they have to render require for 
their proper expansion and efficient administration increasingly 
large amounts of money. Between 1913 and 1929 land revenue 
increased by 7-1/2 per cent, only ; income from ezoue remained 
almost stationary and stamp revenue fell substantially after 1926. 
Between 1923-24 and 1928-29, while the total provincial expendi¬ 
ture increased by 22 per cent, the total provincial revenue increased 
by 4 per cent. 1 The burden of the land revenue is already oppressive 
and must be reduced, exoise revenue must vanish some day, and the 
revenue from registration is negligible. Forests require a large 
outlay for development. On the other hand, huge expense is 
necessary if in matters of education and public health, we have to be 
brought in line with other countries. Expenditure on these two 
departments is very small and medical facilities are utterly 

inadequate. 

The provincial sources of revenue are not only inadequate, 
considering provincial requirements, but they are also inelastic and 

inflexible. 

Besides, the burden of provincial taxation is unequally distri¬ 
buted among the various classes of the community, the poor bear¬ 
ing the heaviest burden. The bulk of the land revenue and irri¬ 
gation charges is contributed in the aggregate by the poor, and so 
also is the bulk of the revenue from judicial 
of a total number of 2,711,306 civil suits, 

Bs. 10 in value and of the total 67 per cent. 

Registration fees, too, where land is concerned, fall »on the poor. 
\The better off urban classes do not contribute to the provincial 
exchequer unless, of course, they indulge in drink and litigation. 
On the other hand, they are the greatest beneficiaries from the 
activities of the provincial Governments. 

Moreover, the financial polioy of the provincial Governments 
was very conservative. They rely more on retrenchment than on 
development of revenues. Expenditure on forests is niggardly. No 
attempt is made to make the rioh land-owning classes to bear the 
proper burden of taxation. Law and order swallow up the bulk of 
the revenues and the expenditure on social services is meagre. The 
irrigation polioy is motivated by profit so that either the poor 

1. Ahmed, L. A.—Publio JRevenue and Expenditure in India, 1938, 

p ip« 6*6* # 

2. Ahmed, L.A.*—Publio Revenue? and Expenditure in India, 1949, p. 24. 
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peasant has to pay more or unprofitable works of protective nature 
are neglected. 

At present land revenue dominates the provincial finance. In 
India land revenue represents about 16 per cent, of the total 
revenue whereas in Great Britain in 1935-36, it was only £0*8 million 
out of £ 824*8 million of total revenue, in France 2 0 per cent, and 
in Italy 7 per cent 1 . The relief to the poor peasant of India is 
overdue. When taxes like sales tax and Central excises imposed 
for the benefit of the provinces are developed, it may be possible to 
decrease too much dependence on land revenue. 

5 Suggestions for Reforms in Provincial Finance. The 

following reforms in provincial finance may be suggested :— 

(t) As soon as possible, the provinces should be handed over 
either their full share of income-tax or the percentage of their 
share may be increased from 50 to 6^5-2/3. This will meet the ends 
of justice in case of industrial provinces. 

(it) Land revenue should be progressively decrease d in case of 
poor peasants so that after some time uneconomic holdings are alto- 
gether'exem pted. 

(it*) Progressive taxes on agricultural incomes should be Im¬ 
posed without delay. It will make the broadest shoulders bear their 
proper burden, and will enable relief to be afforded to the poor 
peasant. It will also rectify to some extent the regressive character 
oLprovinoial taxes. 

(i») A graduated succession duty or inheritance tax will also 
have the same effect and should be imposed at once. 

(v) There should be a better co-ordination between provincial 
and local finances so that both units of administration are able 
to maintain standards of efficiency in the services entrusted to 

them. 

(vi) The greatest need is to diversify the character of provincial 
finance and decrease its unparalleled^dependence on land taxes. 
This can be done by encouraging village industries and big industries 
in towns, so that there is a better balance between agriculture and 
industry! The development of trade and industry will open out new 
avenues of taxation. 

(vti) In order to equalize tax burden, articles and services con¬ 
sumed by the rich should be made the target of new taxes. Taxes 
on trades and professions can be adjusted to the same end through 
a progressive scale of licence fees. 

(viii) The timid polioy of balancing the budgets somehow or 
other should be replaced by a bold polioy of liberal expenditure on 
public works and services calculated to develop human and material 
resources of the province. It can be done by additional taxation 

or borrowing. This policy will pay in the long run. We are now in 


1. Ibid.—p. 33. 
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It vioious circle. We are economically ba ok ward and poor and oan 
not pay more taxes, so that the resources of the provincial Govern¬ 
ments are too limited to bring about economic development and 
consequent prosperity, and we remain poor. This vioious circle 
must be broken and it can be broken at one end only, viz., the 
State first spending money and developing the resources of the 
province. There is not much scope for economy drive. We suffer 
from grave constitutional limitations and cannot touch some 
higher posts or their emoluments, and it does not look fair to 
lower those who are already low. We can only insist on wise 
expenditure so that the revenues are appropriated for the right 
purposes. 

6. Recent Provincial Finance Provincial Finance has under¬ 
gone some vital changes in recent times. 

Under provincial autonomy the zeal of the new ministers to 
improve living conditions in their provinces led to the imposition 
of new taxes. The nation building departments, or the beneficent 
departments as they are called, e.g., education, medical aid and 
public health, agriculture and industry are the charge of the pro¬ 
vincial Governments. Most of the development schemes relate to 
these departments, and they call for an ever-increasing need for 
funds. Within a few years of the introduction of provincial auto¬ 
nomy provincial Governments began looking round for new sources of 
revenue. Among the new taxes imposed may be mentioned the 
Sales Tax, Entertainment Tax, Tax on Sales of Motor Spirit JTax 
on Urban Immovable Property, Tax on Tobacco, Tax on Betting. 
Besides these new taxes, Stamp Duties and Court Fees were enhan¬ 
ced in several provinces. The U.P. Government imposed an 
Employment Tax. The result of these financial measures was to 
make the provincial budgets more diversified. 

Even a year or two before the end of the second World War, 
the air in India was thick with post-war reconstruction schemes. 
Planning committees were set up in the various provinces which 
fixed targets to be achieved in the near future as regards health and 
education. Programmes of road building and other public works, 
mostly irrigation and hydel projects, were prepared. Each province 
seemed to vie with the other in putting up an attractive programme 
of post-war reconstruction and development of agriculture and 
industry. Liberal grants were assured from the Centre. But 
provincial responsibility in the matter of financing these schemes 
was none the less recognised. These sohemes were bound to affeot 
provincial finance in reoeat times. 

On August 16, 1947, India was partitioned. The Punjab, Bengal 
and Assam were split up. The partition was not effected in a peace¬ 
ful manner. Violent communal disturbances resulting in mass mig* 
ration of the population, almost complete cessation of trade and 
industry in the border provinces, the breakdown of the transport 
system, the deliberate destruction of crops and other property, 
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the paralysis of (he machinery of law and order—all these faotors 
must inevitably affect the provincial fiaanoe. Huge sums of 
money had to be spent on the relief and rehabilitation of the 
uprooted millions. Provincial expenditure went up by Rs. 29 crores 
betweeh 1938*39 and 1942-43, and the increase sinoe then was more 
rapid. The faotors responsible for increase in expenditure are : 
Grow-more food campaign policy, measures of internal seourity, war 
and dearness allowances, etc. 

During the war, the provincial budgets, as a rule, showed hand¬ 
some surpluses which touched the peak level of about Rs. 11 crores 
in 1945-46. It only showed a lack of planning in provincial finance. 
But it proved a blessing in disguise, for the amount of reserve fund, 
which at one time totalled Rs. 70 orores, become handy to meet defi¬ 
cits in post-war years and to finance post-war development schemes. 

The tax revenue of the provinces, however, continues to be low. 
Although the provincial revenues registered a threefold increase 
from 1938-39 to 1948-49, yet the proportion of tax revenue during 
this period actually declined from 74 5% to 65*2%. This only re¬ 
flects increasing dependence of the provinces on Central grants and 
subsidies. It is necessary to develop provincial revenues so that 
adequate funds are available to raise the standard of social services 
and for schemes of reconstruction and development. 

Looking at the principal sources of revenue, we notice a high 
degree of inelasticity. In 10 years 1938-39 to 1948-49, land revenue 
increased only by Rs. 10 lakhs. Revenue from stamps, excise, 
forests, etc. showed some buoyancy during the war, but this 
buoyanoy proved transitory because after 1945-46 revenue from 
excise and stamps showed a decline. 


During the last decade, provincial Governments have introduc¬ 
ed several new taxes. Agricultural inoome-tax has been introduced 
in West Bengal, Bihar, the U. P., Madras, Orissa and Assam. Sales 
tax is now being levied in all provinces. The other new taxes are 
taxes on betting and gambling, entertainment tax, tax on professions 
and trades and on urban immovable property. Considering the 
levels of industrial and eoonomic development, it appears that 
the limit of taxable capacity has been reached in most of the 


provinces. 

The revenue from taxes on betting exoise, stamps and registration 
mav be expected to deoline as the provinces are pledged to the 
polioy of prohibition, decrease in litigation through the creation of 

On the other hand, expenditure oo security services, dearness and 
food allowances and on debt services cannot be reduced, lhe 

expenditure on nation-building departments must go «P- Th ® P” 
vkmial expenditure increased by Rs. 177-75 orores between 1938-39 
and 1948-49. Of this only 20-7% is accounted for by sooial services 
and 23 2% by seourity services. Muoh of this increase w d 
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unproductive post-war achem es or those development aohemea which 

will take long to yield results. . , ^ 

This has landed the provinces into financial difficulties, and they 

hibition P Introduction of compulsory primary education, abol ‘^° 

°o that the provinces emerge out of their present mu^ be 

put on a rational basis, a* better planning of provincial revenues 

on police administration and unproductive schemes so that funds 
become available for sooial services and productive projects. 

The advent of freedom and consciousness of political power have 
led the provincial Governments to launch grandiose schemes regard¬ 
less of economic and financial situation in the country. The resultant . 
spurt in provincial expenditure only accentuated inflation and 
produced chaos in the field of finance. Co-ordination is impossible 
if Governments pursue certain objectives irrespective of costs. It is 
well to remember that social objectives have no absolute para- 
mountoy. For instance the benefits of prohibition may be far out¬ 
weighed by the evils arising out of heedless taxation which it may 
entail. The new levies may retard the growth of trade and 
industry. “In the oase of extension of compulsory primary education 
also, it is well to remember that nothing is gained for the individual 
or for society by scratching the surface of a wider expans a of edu¬ 
cational land, without regard to the quantity of the soil or the kind 
of crop that can be raised, when more intensive and scientific 
cultivation of the areas already reclaimed oan give a better and 

rioher yield.” 1 

As an anti-inflationary measure, the Central Government 
wanted to restrain the provinces in their mad career of reform whioh 
meant less revenue and more expenditure. Accordingly a confer¬ 
ence of provincial Finance Ministers was called. The advice of the 
Central Government does not seem to have been effective. 
Although every province has tried to avoid defioit budgeting, yet 
they seem still to go forward on the path of saorifioe of existing 
revenue, levy of fresh taxes and large scale new expenditure. Nearly 
all provinces have manifested heedless zeal for extension of prohibi¬ 
tion. They have indulged in relentless exploitation of revenue 
resources. No regard seems to have been paid to the effects of the 
hew taxes on trade and industry and on the life of the average 
individual, nor has any oare been exercised to see whether they fit 
into the framework of public finanoe oonoerning the whole country. 
As an instance of overlapping may be mentioned the coincidence of 
local sales tax in Bombay and the Central excise whioh have adver¬ 
sely affected cloth trade. 


1. Indian Finance, Maroh 12, 1949, p. 455. 
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. -®' or 1949-50, the U. P. , Madras and Bombay have all alike 
levied new taxes to the extent of Rs. 4 crores a year. During the 
lsat two years there has been a worsening of the chaotic syste'm of 
Central grants, divisible pools of revenue and indiscriminate 
provincial taxation. Unless a rational system of public finance 
emerges out of this chaos, there can be no sure prospect of a steady 
progress in the immense task of nation building. What is needed at 
the present moment is to reduce inflationary pressure and to effect 
every possible economy in public administration so that the financial 
system does not become unduly rigid. 

7. Salient Features of the East Punjab Budget, 1949-50. East 

Punjab is our infant province born on August 15, 1947. Few 

births would be less painful. A week before the birth, the parent 
provinoe was engulfed in the rising tide of violent communal com¬ 
motion. The birth of the new province was solemnised by burning 
homes, the cracking of the bombs, throwing of stones, instead of 
flowers, irom the house tops, the firing of the shot guus and the 
clanking of the kirpans. The bomb-thrower, the stabber, the fire- 
raiser were all abroad and had a free field for their nefarious 
activities. The peaceful citizen was driven to the wall and had to 
remain confined within the four walls of his castle, the home. One 
big wave of insanity seemed to have overwhelmed all. The 
Demon of Communalism roused by the hymn of hate preached for 
more than a decade was now stalking the land and roving in search 
of its victims. The landscape, the roadsides, the banks of canals 
and the railway tracks and platforms were strewn with dead 
bodies. Untold and unimaginable atrocities were committed on 
innocent men, women and children in the name of religion and a 
political gospel. The worst sufferers were the defenceless, the aged, 
and the frail women and children. Dark clouds of unprecedented 
tragedy overhang the erstwhile land of the five rivers. It waa 
under such stars that East Punjab was born. 

As a necessary consequence of the above conditions prevailing 
in the province, law and order were paralysed, its economy was 
disrupted, the transport system broke down, trade and industry 
had come to a standstill. Millions of human beings ranged rudder¬ 
less, without home and hope, without food and clothing and look¬ 
ed for haven of safety. The baby Government of East Punjab found 
itself suddenly saddled with the responsibility of looking after 
these unfortunate uprooted millions. It had to pull out the 
remnants of the nationa's who had escaped the knifeman but were 
still stranded in West Punjab. The first concern was to save life. 
Relief had to be offered to those who were still living. They had 
further to be rehabilitated. Law and order had to be restored. 
All this meant expense The East Punjab budget naturally bears the 
marks of this rape and ravage. 

Further, East Punjab could not remain uaaffeofced by the 
eoonomic and financial crisis whioh has overtaken the 

oountry. 

a ** 
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The final revised estimates for 1947-48 showed a deficit 
of Rs. 6,98 lakhs and those for 1^48-49 a larger deficit of Rs. 10,88 

lakhs. 

Looking at expenditure, the increase under Polioe is unavoid 
able as it was necessary to equip the police with arms and 
ammunition, vehicles, horses, etc. Wireless organisation had also 
to be setup. Lest the polioe staff should sponge on the local 
population, they were supplied free rations. Expenditure on 
Education increased because of influx of refugee students from 
West Punjab. They had to be granted loans and also given free 
grants to enable them to continue their studies. Large purchases 
of improved seeds accounted for the increase under Agriculture. 

The Budget estimates for 1949-50 show a deficit of Rs. 8,65 
iakhs. But it does not represent real deficit. The apparent 
deficit almost equals the expenditure on relief and rehabilitation 
of refugees which is to be paid by the Central Government. If 
the promised post-war grant of Rs. 1,50 lakhs is taken into 
aooount, the Budget for 1949-50 becomes almost a balanced budget. 

Taking a long-range view, Rs. 1,20 lakhs as receipts of the 
Relief and Rehabilitation Department must ultimately disappear ; 
we must also do without subsidy from the Centre which means 
that we must raise an additional revenue of Rs. 3 crores. Our 
expenditure is also likely to go up as a result of the normal increase 
in establishment charges on account of the incremental scales. 
We must also assume our full liability in respect of debt, pensionary 
oharges, etc. We must also finance our development sohemes. All 
this would mean a gap of about Rs. 5 crores in our annual budget 
which will have to be bridged. To this end the Resources and 
Retrenchment Committee, appointed recently, has made a number 
of recommendations. Our hopes are pitched mainly on the Bhakra 
and Nangal Projects. 

In 1949-50 revenue under Taxes and Duties is likely to go up 
mainly because the rate of the Sales Tax has been enhanoed from 
annaB 4 p.o. to Rs. 3-2-0 p.c. 

The normal expenditure of the province is Rs. 14 crores of 

which civil administration accounts for over a third. The Polioe 

accounts for Rs. 3 crores. The present strength of the police 

exceeds the pre-partition strength by a third and the pre-war 

strength by more than a half. About Rs. 2 crores each have been 

provided for Education snd Industrial Development. Still the 

Btandard of social services maintained by the province oannot at 

all'be considered satisfactory. We lack the basio amenities of 

oivio life. There is thorough dissatisfaction about the manner in 

which the problem of the refugees is being tackled. The benefits 

received by the refugees are not at all commensurate with the drain 

on public purse. The vagueness about the expenditure on Bhakra 

and Nangal Projects is also disquieting. The financial position of 

the province has been described by the Finanoe Minister as not 
unsound. 
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The Budget 1949*60 at a glance :— 

Revenue Receipts (In thousands of rupees) 

Revised Estimate Budget Estimate 
1948-49 1949-50 


# • • 


• • • 


• • • 






• • • 


Taxes on income other than 
Corporation Tax 
Net Land Revenue ••• 

Provincial Excise ••• 

Stamps 
Forests 

Registration 

Receipts under Motor Vehioles 

Act ••• 

Other Taxes and Duties 
Net Irrigation Receipts 
Interest b . • 

Civil Administration 
Beneficent Departments 
Civil works 

Net Electricity Receipts 
M iscellaneous 
Grant-in-aid from Central 
Government 
Miscellaneous adjustments 

between Centre and Provinces 


• • • 


• • • 


• • • 


• • • 


2,27,95 

1,61,82 

2,22,47 

39.44 
64,14 

3,46 

10,97 

63.44 
81,86 
11,63 
29,77 
75,68 
8,30 
36,76 

1,43,32 

1,75,00 
20 


2,04,25 

1,61,79 

2,09,29 

39,39 

55,80 

3,52 

10,79 

1,14,70 

1,02,86 

13,62 

28,27 

55,73 

8,91 

26,78 

2,26,29 

1,75,00 

20 


Total Revenue Receipts 
Extraordinary Receipts 


... 13,46,21 

... 1 , 00,00 


Total Revenue 


... 14,46,21 


14,37,19 

1,65,60 

16,92,69 


Land Revenue 
Provincial Excise 


Stamps 

Forests 

Registration 

Charge on aooount of Motor 

Vehioles Act 

Tutps and Duties 


Irrigation 
Debt Services 
Civil Administration 
Beneficent Depttg 


Expenditure (thousands of rupees) 


Revised Estimate 
1948-49 

»• 

47,48 

• 

11,86 

»• 

90 

> • 

47,29 

»t 

17 

• 

3,24 

• • 

7,85 


71,32 

• • 

57,08 

»• • 

6,13,08 

t •• 

3,65,74 


Budget Estimate 

1949-50 

50,29 

9, v 9 

91 

48,45 

24 

3,44 
7,15 
99,94 
12,51 
. 6,14,85 

4 , 01 , 0 $ 
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Revised Estimate 

1948-49 


Civil Works etc. 

Miscellaneous 

Total Revenue Expenditure- 
Extraordinary Expenditure 
Total Capital Acooupts 

Total Expenditure 




1,53,80 
... 12,68,26 

24,33,91 

1,03,06 

... 67,61 


• • # 


26,04,58 


685 

Budget Estimate 

1949-50 

1,84,88 

9,83,17 


22,91,72 


22,91,72 


Total Revenue 
Total Expenditure 

Deficit 


14,37,19 

22,91,72 


8,54,53 


The revenue of the province has . registered an all-round 
K^ toSff Relief and Rehabilitation of the refugees 

refugees the cost of Civil Administration accounts for over 40% of 
nnlv 33% Formerly expenditure on police was 14 / 0 of the total 

revemie expenditure and now in East Punjab it is nearly 25%. 

£ a Central responsibility and there is not much reason for such a 
bio inorease in police expenditure. When normal times return 
th?s expenditure must be cut down considerably. A striot scrutiny 
is essential into all items of expenditure. An economy drive should 
be launched without delay. Every effort should be made to put the 

provinc© on its own legs* 

What is needed most is the development of the resources of 
the province. It is only when agricultural and industrial develop¬ 
ment is stimulated that is a permanent solution of the financial 
difficulties can be found. At present we are not fully exploiting 
even our existing resources. Industrial establishments left b y 
Muslims have been lying idle and the lauds lie uncultivated. When 
the province is industrialised to the fullest extent possible and when 
projects like Bhakra Dam and Nangal hear fruit, the revenues will 
be automatically developed. East Punjab is full of potentials es. 

Determination to work them is needed to make the province self- 
supporting. 

But with all the efforts that may be made to develop its resour¬ 
ces, the Central Government will, have to come to its aid for some 
time. Central aid will be needed in building the new capital. Ihe 
province has paid a heavy price for the country’s liberty and it is 
only fair that it should receive a due measure of help from tne 
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Central Government. The N.-W.F.P, used to get a subvention of 
Rs. 1 crore per annum from the Centre. A similar subvention for 

East Punjab will also be necessary, 

8. The Effect of World War II on Provincial Finance. 

Unlike the Central Finance, the Provincial Finance is rot so much 
subject to external influences like war. In the case of the Central 
Government, Customs, Railway Earnings, Income Tax, etc., are 
bound to be affected by war. But the provincial heads of revenue 
are not so affected. It is the Central Government whioh has to 
finance the war. Therefore the structure of Provincial Finance 
has not been much moulded by war conditions. Fresh taxation 
measures were passed, lo doubt, during the war but they were 
dictated not so much by the war exigencies as by their own provin¬ 
cial needs for the development of social functions. It doe9 not 
mean that people have not suffeied from the effects of the war, 
like food shortage, higher prices, scaroity or non availability of 
necessary articles, curtailment of transport facilities ^ and 
certain levies or contributions for war purposes. But the point is 
that no marked changes in the tax systems of provinces have been 
made. Provinces had, however, to incur expenditure on A.R P., 
more expenditure on Police, on administrative measures of price 
control and for purchase of wheat and other articles. 

During the war revenues of almost all the provinces have 
increased. From under Rs. 85 crores in 1938-39, the total revenues of 
all provinces put together have gone up to Rs. 190 crores in 1915-46, 
the increase in Bombay, the U.P., Madras and Bengal was over 
200 p.c. These revenues have largely increased on account of the 
share of income-tax accruing to the provinces. The yield of land 
revenue has also increased on account of higher agricultural prices. 
Increased demand for timber increased the yield from forests. Enter- 
tainment tax and that on Sales and Stamps have also registered an 
increase. It is simply the higher yield from the various sources 
whioh has increased the revenue and this is in no way due to tUe 
increase in taxation. The improvement in Sind is due to the sale of 
barrage lands and profits from trading. The provinces have followed 
a policy of maximum revenue and minimum expenditure. 

Every province has been building up funds for post-war re¬ 
construction. The Punjab has also built up a Peasants Welfare 
Fund and a Special Development Fund. 

We find, therefore, that World War II has considerably 
strengthened the financial position of the provinces Now that the 
war is over the expenditure will go up, whereas the revenue will 

dr ° P * LOCAL FINANCE 

9. Introductory. The problems of local finance are analogous 
to those of Central and provincial finance. In each owe, the 
authorities are anxious to raise the level of efficiency of the func¬ 
tions discharged by them and to develop their revenue for the 
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purpose. Local finance, too, is expected to conform to the well- 
known canonB of taxation, viz., equality, economy, oertainty, 
convenience, productivity and elasticity. 

But there are slight differences. There is a difference in the 
basis of assessment, immovable property being the main basis 
of the looal finance. In the national finance uniformity is essential 
and more important ; whereas in the local finanoe there is greater 
variety, because the tax must suit the local conditions. Moreover, 
the national finance pays more homage to the principle ot equity, 
whereas the local finance lays more emphasis on the benefit theory. 
Lastly, the local finance is of a much smaller magnitude. 

Let us see whether local finance in India is equitable as well as 
adequate to the needs. Important units of our looal self-govern¬ 
ment are the Municipalities and the District Boards. 

10. Municipal Finance. The municipalities have to perform 
a number of functions both obligatory and optional. They must 
provide for sanitation and public health, paving and lighting of 
streets, maintenance of roads, supply of water, and educational 
institutions for primary and secondary education. They may also 
open public libraries, maintain museums, public parks, etc. For the 
performance of all these functions money is needed. 

According to the Taxation Enquiry Committee, the municipal 
sources of revenue can be arranged uader four heads — 

(*) Taxes on trade like tolls, terminal taxes and octroi 
duty ; 

(it) taxes on •property, e.g., house taxes on building sites, 

(Hi) taxes on persons, e.g., taxes on pilgrims, domestio 
servants, dogs and other animals and taxes on 
circumstances, professions, trade and oallings. 

(it;) Fees and Licences —Fees are charged for oertain speoifio 
services rendered, such as sohool fees, scavenging 
fees, water supply, provision of markets and slaugh¬ 
ter houses, etc. The objeot of lioenoes is also °to 
regulate a oertain aotivity, suoh as vehioles, and 
those for dangerous and offensive trades. Corpora¬ 
tions and other bigger municipalities derive large 
incomes from pnblio utility services suoh as supply of 
eleotricity or gas, bus or tram servioe or any other 
similar commercial undertakings. There were in 
1939-40, 756 municipalities and to their total income 
of Rs. 44,31,42,168, rates and taxes contributed 
13,71,43,37,4, and other sources Rs. 30,59,98,794. 
InoidenoeTper head was Rs. 8-7-6. 

Of these, taxes under category (i), viz., octroi, tolls and termi¬ 
nal taxes, are very objeotionable. They hamper trade, are a souroe 
of great inconvenience, especially their system of refunds, and 
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above all, they ate regressive. There is also a ;lot of evasion 
on aooount of laxity of supervision. In short, the octroi duty 
offends against all canons of taxation. The Taxation Enquiry Com¬ 
mittee suggested for its replxcement by some sorb of sales tax. In all 
other countries octroi duty has practically disappeared from local 


finance, and tax on property has come to occupy a more important 


place. It is really regrettable that octroi duty with all its objec¬ 
tionable features still dominates the municipal finance in India. 


11. Financing of District (Rural) Boards. India is a land of 
villages and nine-tenths of her people live in rural areas. The 
District Boards which are supposed to look after the interests of 
these people must naturally be the most important unit of local 
self-government. But being not very vocal, they do not loom so 
large in public eye as the municipalities. 


The District Boards are charged with the upkeep of roads, 
bridges, ferries, etc., maintenance of schools, dispensaries and 
other public health arrangements. The most important source of 
their revenue consists of provincial rates or surcharge on land 
revenue collected along with land revenue by the provincial 
Governments. The District Boards have been given the discretion 
to levy these rates within maximum and minimum limits (6| per 
cent, to 12£ per cent, of land revenue). They get some revenue 
from the civil works and other miscellaneous sources. . The District 
Boards in East Puniab have imposed haisiyat tax and profession tax. 


The bulk of the District Board revenue is derived from the 
provincial rates levied at a flat rate on the land revenue. Being 
not graduated and adjusted to the ability of the tax-payer, the pro¬ 
vincial rates violate the canon of equity. It is open to the same 
objections as the land revenue. vVe have to take shelter under the 
maximum that ‘an old tax is no tax’. It shows the same lack of elasti¬ 
city as land revenue. The introduction of the sliding scale system of 
Land Revenue in East Punjab has made it a fluctuating source of 


income. # # 

And then, the total revenue of all the District Boards in British 
India is only Ks. 17 orores. With this amount the Distriot Boards 
are expected to provide education, hospitals, prevea^iye measures 
aeainst epidemics and then to build roads oonneoting all the 5.00,000 
villages There is no wonder that there are thousands of plages 
without a school, without a dispensary and without any road, lhe 
District Boards suffer from the pauoity of funds. It will be neces¬ 
sary, therefore, to increase substantially provincial grants and as the 
Taxation Enquiry Committee suggested, to standardize the . land 
revenue at a low level leaving a wide margin for the District Boards 
to tap through ® local oess. In recent years there has been a 
tendency either to increase the oess or, as in Madras, to add to the 

number of cesses. 1 he local rate should also be made progressive. 

12. Meagre Local Resources. Largo powers have devolved upon 
t be local bodies aB the outcome of reoent constitutional changes l 
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India. The range of functions which the looal bodies are called 
upon to perform is indeed very wide and varied. The services like 
education, medical aid, sanitation, and improvement of means of 
communication—which we expect the Municipalities and District 
Boards to perform—are of great national importance. Considering 
all this and the area and the number of people involved, the resources 
at the disposal of the local bodies in India must be unhesita tingly 
pronounced as extremely meagre. The total revenues of all the rural 
boards of British ndia in 1927-28 were less than £4 million, but in 
England and Wales, having not more than one-thirtieth of population 
of British India the amount raised by rates was £27 million. Looal 
rates of all kinds, rural and urban, produced in British India in 1927- 
28 about £12£ million which is only a little more than the income 
from rates of the London County Council. 1 In 1931-32, the total 
expenditure of the local bodies formed only 11 per cent, of the 
total Central, Provincial and Local expenditure. The expenditure 
per head oame only to Rs. 1-1-0. What miraculous achievements 
can we expect from such paltry sum spent per head especially 
when it is to be distributed among the numerous items of looal 
expenditure ? England and Wales spent in 1929-30, j 5 per cent, 
of the total expenditure on the local bodies whioh came to 
£10, 17s. per head In theU.S.A. local expenditure was 55 per cent, 
and in Japan 50 per cent, of the total public expenditure. 2 
Expenditure on various social services by the municipalities, in 
the Punjab, amounted to Rs. 6-8-0 per head. 3 With such a 
small expenditure, our local bodies cannot attain or maintain 
anything like modern standards of administration. This explains 
why oholera, bubonic plague and small-pox case? in India 
exceed those in the rest of the world put together, and that 
there is so muoh leakage and wastage in our education. Of 
those who join a school not many reach the middle standard 
and those who leave the school, soon lapse into illiteracy. 

Among the causes whioh are responsible for this stringency' 
in the loQal finance may be mentioned (i) the general poverty 
of the people and low taxable oapaoity ; (n) unwillingness of 
those who are rich to tax themselves ; (in) lack of courage on 
the part of city fathers. They are afraid lest they should become 
unpopular and not be elected next time. This results in under* 
assessment or non-assessment of certain sources. Political pressure 
has prevented them from making a full use of their powers of 
taxation, 

•/ , . t • J J. . m m i - * 

1. Indian Statutory Commission Report, 1930, Vol. 1, p. 386. 

2, Economic Problems of Modern India, 1941, edited by ftadha Kamal 
j . Mukerjee, pp. 430-31. 

8. Malhotra, D. K.—Finances .of Local Boards in the Punjab, Paper 
read at the 25th Indian Economic Conference. • 
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(iv) Lax supervision and inefficient administration resulting 
in evasion and accumulation of arrears. This fact has been 
noticed in the reports of the working of local bodies in almost 
all the provinces, 

(v) Extensive jurisdiction and sphere of work of the local 
bodies. 

(vi) But the most fundamental cause is the wrong allocation 
of resources between the Central, the provincial and the local 
finance. In other countries land taxes are exclusively left to 
the local bodies but in India, the provincial Governments have 
the land tax as their mainstay, because they have been 
deprived by the Central Government of their legitimate sources 
like the income-tax. 


(vii) The recent taxes imposed by the provincial Governments, 
e.g., Sales Tax and Urban Immovable Property and Entertain¬ 
ment Tax have encroached upon the potential souroes of local 

finance. 

(viii) The local bodies unwisely launched schemes of education 
and medical relief beyond their means and this has landed them 
into financial difficulties so that standards of their services are 
poor, and their employees are faced with newer and larger cuts 

in pay. 

(ix) In the ease of District Boards, the disappearance of 
Panchayats consequent upon administrative centralization made 
them, on the one hand, unable to tax the people who can pay, 
and increased their responsibilities on the other. The Panchayats 
with their local knowledge are in a better position to tap the 

taxable capacity of the people. 

These are some of the faotors which account for the 
inadequacy of the resources of our loojtl bodies and whioh prevent 
them from playing their due part iu our national economy. 

13 How to Improve the Resources of the Local Bodies. We 
have seen how inadequacy of the resources of the local bodies 
hampers them from a proper and efficient discharge of their funo* 
tions. We have also tried to aooount for their inadequacy. 
The main problem of the looal bodies is to improve and develop 


their resources. 

We must say at the outset that on aooount of the ohronio 
noverty of the people, there are serious limitations in discovering 
new souroes or levying fresh taxes. Something oan be achieved 
bv stiffening up the administrative machinery, so as to ensure 

efficiency and integrity. VIII the people and their representatives 

in the looal bodies come to oultivate a sense of full oivie 

responsibility, a strict control must be exeroised by the provincial 

Governments to ensure that there is no under-asBessment, 

omission of assessments, accumulation of arrears or any 
_*r% the utmost from the existin gresouroes, 
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The expenditure side, too, must be subjected to strict super¬ 
vision so that extravagance, misappropriation or any improper 
use of the public money is rendered difficult. Efficiency ana 
integrity in collection, and prudence and economy in expenditure 
ere the necessary complements of any system of public finance. 

The Taxation Enquiry Committee made the folio wing sugges¬ 
tions for the improvement of local finances :— 

(i) Land revenue should be standardized at a low rate to 
leave a margin for local taxation. 

(ft) The local bodies should be given a share out of pro • 
vincial Government’s collection in ground rents and from an 
increase in the rates of non-agricultural lands. 

(iti) A tax on advertisements should be levied by * the> 
municipalities. 

(it;) Provincial Governments should allow a share out of 
entertainment and betting taxes to the local bodies. 

(t;) Taxes on oiroumstances* property and professions should 
be further amplified. 

(vi) The Central Government should reduce import duty on 
cars and let the provincial Governments levy a surcharge for the 
benefit of the local bodies. 

(tai) The local bodies should levy a fee for the registration 
of marriages. 

- (viii) The provincial Governments should subsidize certain 
services of national importance which are now performed by 
looal bodies not merely to supplement their resources, but also 
ensure efficiency. 

• . 

To these suggestions we may add : 

(ix) Provincial Governments should surrender a large part, 
or whole, of the proceeds of motor vehicle taxation and allow a 
share in new taxes like the Sales Tax, Immovable Property Tax 
and Entertainment Tax and a part of tax on agricultural incomes 
which Bhould be imposed forthwith. 

(s) The local bodies, especially the municipalities, should 
tap the hitherto utterly neglected sources of productive undertak¬ 
ings of a commercial nature, e.g., monopoly of the sale of tobacco 
and of petrol, cinemas, public utility services like electricity, 
local transport services, sewage farms and sale of manure. 
All progressive municipalities in other countries have made a 
welcome increase in their resources by extending the sphere of 
municipal trading and enterprise. This is a very fruitful source 
of revenue, and it is a pity that it has been neglected so far. 

(xi) ’ Another source whioh has been little tapped so far is 
that of special assessment. If a property benefits from an 
improvement made by a municipality, e.g ., a tarred road or an 
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underground sewer, it is ocly fair that the owners should pay in 
proportion to the benefit conferred on their property. Special 
assessments are very widely used in the U. S. A., the United 
Kingdom and on the Continent, and there seems to be no reason 
why it should be neglected here. Perhaps the vested interests 
stand In the way. The control of an epidemic may be of general 
importance: but a dispensary, a reading-room, a park or a 
playground benefit particular locality more and the beneficiaries 

should not hesitate to pay. 

(xii) A very large portion of expenditure on education, 
medical relief, sanitation and public health, and on the main¬ 
tenance of big roads providing inter-district traffic should be 
borne by the Provincial Exchequer, because these . things are ot 

more than merely local importance. 

(xiii) When all this is done, it will still be necessary for 
the provincial Governments to give liberal grants or sub. 

ventions. , 

e d n Trpr“d forSlIfg improvement! which wii. benefit future 
generations. 

The general impression is that the local bodies are themselves 

provincial ^ avo * m03ey a WO rth from the moneys they 

iafse^nd^pend. This must oease if local administration is to 

P .1 rvitical Review of the Indian Financial System. No 

eyetem of finance in the 

shall ooneider'it^drawbacke from two pointt of v^, A (1) defect. 

in the system of taxation ; and (2) detects m P u r 

diture. - The Indian tax system 

Criticism ofthe Indian T planne d to bring 

is haphazard, and nas not 0 g it has been moulded 

about a progressive development of r • . balanoo the 

by the exigencies of time, the main concern bejj to , he 

budgets. Little attention on production and dis- 

inoidence of taxation an i 9 Walter Layton would 

tribution in the country. Budging. «« Stf* J n for y UQexpec ted 

III unfbreeeen^spenditure whiob is. thcreforo. generally met by 
b0r The D rc' is also an e.ement of uncertainty in the Indian budgets. 

the one big factor upsettingth<' sUo. B 

Besides, our resources are inadequate ana i: m ited 

Furtber. legislative oontrd over finance J Wo , Thii 

about 80 per cent, ofthe revenues uo » 
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undermines willingness to pay taxes, and hence the taxable capacity. 
It also weakens the sense of responsibility In our legislators, 
besides making the reforms look farcical. 

Another characteristic of our tax system is its .traditional 
conservatism. Taxes, like the land revenue, and excise revenue, 
continue in spite of almost universal criticism. 

We must also notioe that, unlike other advanced countries, 
direct taxes in India play a secondary role, indirect taxes being 
the mainstay. Undeveloped state of direct taxation is one o£ the 
gravest defects of our tax system. 


Another serious defect is the regressive character of our tax 
system. It offends against the canons of equity or equality of 
sacrifice. It discriminates against the poor and in favour of the 
rich. Income-tax is the only tax paid by the rich, and even here 
the progession at higher levels is not so steep as it ought to be. 
Land Revenue, Customs, Excise and even Railway Fares are 
in the aggregate contributed by the poor. Absence of Succession 
Duty, tax on agricultural incomes, and on windfalls accentuates 
this regressive character. “A poor cultivator/* remark the Indian 
Statutory Commission, “who not only pays to the State, a sub¬ 
stantial portion of income from land, but also bears the burden of 
the duties on £ugar, kerosene and salt and other articles of general 
consumption seems to receive a very different treatment from the 
big zamindar whose agricultural income is wholly exempt from 
income tax. 1 Professional middle classes and business community 

escape paying their due share with the big landiord. In the words 

ot Prof K.T. Shah, “ Richer classes escape relatively with much 
ower burden even though their ability to bear or evade such 
urdens is much greater, while the poorer classes who cannot escape 
trom much burdens have to bear the lion’s share of the burden 
with Jess than lamb’s capacity to shoulder them.” 2 Introduction of 
protective tariff accentuated the burden on the general public. 

Allocation between Central, Provincial and Local finance is 

elective, so that first starves the second, and second in its turn 

starves the third. 

Criticism of Public Expenditure. Public expenditure in India 

has been steadily growing. But there is nothing to be alarmed at 

this, provided the expenditure is wise and is calculated to develop 

Jf® human and material resources of the country, and it is here 
that our public expenditure offends most. * 

at *?. ntlon India has always been focussed on the 

WW0h h ,“ S rown ’ to the foreign element 

Defence services are said to absorb about 25 per cent, out “f our 

1. Vide Report, Vol. I, 1930, pp. 334-35. ' 

z. Shah, K.T.—Review of Indian Finance, 1927-34, p. 48. 
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total revenues. For some time it was the highest in the world. In 
1935-36 Indian expenditure on defence services was 24 per cent, ol 
her total expenditure, in the United Kingdom 15 per cent., in France 
16 per cent) in Germany 17 per cent, and in Italy 21 per cent. Sir 
Walter Layton in his report says : “ An outstanding feature of this 

summary (of the financial position) is the high proportion which 
current expenditure on defenoe bears to the total expenditure of the 
Central Government—a higher proportion in fact than in any other 
country in the world. Security is, of course, essential if production 

iato develop, but it cannot be claimed for expenditure on defence 

either that is mere redistribution of income or that it promotes 
pjoduottxe efficlouoy. Again, ’her (India’s) expenditure » ^ween 
two and three times as great as that of the whole of the res , tof *' 
Empire outside Great Britain’ 2 India does noteven 8eem k tohave 
benefited by the conditions of world security after the war (1914 l»), 
and her defence expenditure continued mounting up even after 

allowing for the rise in prices. 

It is also contended that the Indian army is kept for Imperial 
purposes. L^Jd Esher’s Committee in 1921 eousidered Indian army 

as a unit in Imperial Defence. 

Indian public opinion objects to the keeping of su6h a standing 
army on a w P ar footing in peace times. If money is to bespaml for 
important schemes of social and eoonomio development, the 

army ^introduction 8 o f*co nipulsmy^ Indian 

the adva^ages^f the < con^monlmprrialdefence 1 8y8tem 8 will enable the 

necessary reduction in our military budget. 

Another very ohjeotionable featum £ P"’ 

is the costly top-heavy o'xd adm'mstr . ^J.^ withtral 

admittedly the costliest in the world. i ^ Rg 3>0 00 per 

reckoning allowances or other advantages 1 ooo per month in 

month as against corresponding average ^ indT Sfn M-afford 

t^e United kingdom. ^ ^nization has not been helpful in this 

EngUshmen. These bighleyeis^ “^^f^^^^corresponds to our 
The highest salary in India that, m P ^ The salaries 

per capita income may be put per » ^ Rfl 2Q h a mere 

in the Central Assembly, deson ed admin i 9 trative maohinery is 

\ (footnote) 
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minimum salary should be at least Rs. 50 p.m. The gulf between 
the nigh and the low must be bridged as much as possible. We shall 
have to frame our own scales of salaries. 


The debt services cut off another big slice out of our revenues. 
When it happened to be an external debt, it was a dead loss. 
Fortunately, we had paid all our foreign debts now. 

The net result of high military expenditure and top-heavy 
administration is that the bulk of our revenues are o nsumed merely 
in running the Governmental machioery and not much is left#for 
beneficent activities, so that economic and social developments are 
impeded. It is said that in India only 12 percent, is spent on 
nation-building departments and 88 per cent, on running the Govern¬ 
ment. 1 In the words of Sir Walter Layton, st She (India) is incurring 
expenditure on the primary functions of Government, such £ts 
defence and the maintenance of law and order, as high in proportion 
to her wealth as western nations. Her expenditure on sooial 
services, suoh as education, health, sanitation, etc., on the other 
hand, is far behind western standards, and, indeed, in many direc¬ 
tions is almost non-existent.” Again, “ it should be possible to 
stimulate production and increase the welfare of the people by 
public expenditure designed to give greater economic security (by 
irrigation works, improved and more varied methods of cultivation, 
etc.,), better physical well-being (sanitation, water supply* improved 
public health, etc.) and education. Indeed taxation may be the only 
practicable means of creating a better and more secure livelihood.” 2 
In 1935-36, law and order, including the military, absorbed 34 per 
cent of our receipts. 8 * ‘ 

_ 7 

When so great a proportion of our receipts is absorbed by the 

elementary functions of the State, expenditure on social services 

must needs be very small. Our total expenditure on education 

(Central, Provincial and Local) came to 9 annas per head in 1931-35 

as against Rs. 19 in the United Kingdom and Rs. 55 in the U. S. A. 

Expenditure on medical aid and on agricultural and industrial 

development is equally small. Nothing is spent as yet on poor relief, 

sooial insurance like health and unemployment insurance and old- 

age pensions. Expenditure in 1945-46 per head on the various items 
is given below. 4 


Military Services 

Police, Justice, Jails, Conviot Settlements, etc. 

—V__ _ . 9 __ — 




Medical 
Public Health 
Agriculture 
Industries 

Scientific Departments 


• • • 


1 . 

2 . 

3. 


2 

3 

II 

7 

6 

5 


Malani and Soni—Indian Economics, 1934, p. 609. 

Indian Statutory Commission Report, Vol. I,.|>p. 907-908. 

Ahmad, Z,A.—Public Revenues and Expenditure in India, 1938. d 83. 
Ibid, pp. 54-56. 
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These figures need no comment. Our State is frankly yet a 
‘Police State, and it has still to enter that era of social services in 
which other countries have travelled far. The bulk of our public 
expenditure is not incurred in such a manner as to bring about 
economic development of the people and improve their taxable 
capacity. 

There is another aspect of our public expenditure to which we 
may also refer The standards of service maintained by different 
provinces widely diverge. The poorer provinces whioh need the 
help of social services most, are not. able to do much in the matter 
on account of the paucity of their funds. Their services are praoti- 
cally starved. Such a state of affairs is not conducive to a harmo¬ 
nious and all-round development of the country. 

' We may now conclude by saying that a modern State is not 
merely a tax-gathering agency, or one for merely maintaining peace 
and security. Ethical considerations must dominate our financial 
system. Equity in finance is a counterpart of democracy. Public 
finance should be designed as a means of social and economic 
reconstruction. Viewed in this light, our tax system needs overhaul¬ 
ing and our public expenditure requires drastic changes. Reduction 
of land revenues, and water charges, exemption of articles of neces¬ 
saries of life and millstores from tariff and subjecting luxuries to a 
higher duty, disappearance of the excise revenue, taxation of agri¬ 
cultural incomes on a progressive scale, steepening of progression in 
higher levels of income-tax, lowering a bit of the minimum 
exemption limit and levying of succession duties and taxes on 
windfalls are some ol the measures that must be taken sooner or 


later. 

But if of necessity the tax system continues to be regressive, 
at least public expenditure must set this balance right. As a matter 
of fact we should, in the present circumstances, look more to 
changes* in public expenditure to undo the maladjustments of our 
financial system. Only a heavy reduction in the military and civil 
administration expenditure can enable us to introduce an element 
of sooial justice in our financial system. Publio expenditure should 
be so designed as to benefit the peasants, the factory workers and 
other poorer sections of the community more and more. At present 
everything is being done on a small scale. Shall we also not have 
our “ Beveridge Scheme” to provide the Indian masses seounty 

from want and fear ? 

Prof. Vakil makes the following suggestions that could have 
been adopted to safeguard the interests of our own Dominion : 

1 The Government of Pakistan should have mobilised the 
Government of India securities held by its nationals and exchan¬ 
ged them for its own securities of equivalent value. 

and to that extent Pakistan’s liabilities could have been reduced 

Instead of the Government of India paying interest to Pakistan 
nationals the Pakistan Government would have paid it. 
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2. As Pakistan is known to have a large exportable surplus 
and is estimated to have a favourable balance to the extent of 
Rs. 47 crores a year, a speedier settlement of amounts due from 
Pakistan should have been insisted upon* 

3. There should have been an economic and commercial agree¬ 
ment as an essential corollary to the Financial Agreement. 

4. Division of assets and liabilities of the Punjab and Bengal 
should have foimed an integral part of this agreement. 

15. Financial Provisions in the Draft Constitution of India, 
1948. 

(1) There are certain duties levied by the Union but collected 

and appropriated by the States, e g Stamp Duties and 
Excise Duties on medicinal and toilet preparations. 

(2) The following duties and taxes shall be levied and collected 
by the Government of India, but shall be assigned to the 
States : 

(а) Succession Duties and Estate Duty on property other 
than agricultural land ; 

(б) Terminal Taxes on goods or passengers carried by rail 

or air ; 

(c) Taxes or railway fares and freights. 

(3) There are taxes levied and collected by the Union and dis¬ 

tributed between the Union and the States, e. g. 9 taxes on 
income other than agricultural income. 

/ i T • * 

# 

(4) The Union Parliament can levy surcharges on certain 

duties and taxeB for its own purposes and the whole pro¬ 
ceeds shall form part of the Union revenues, 

(5) The Union may levy and oollect certain taxes and may 

distribute the proceeds between itself and the States, e g.. 

Excise duties other than those on toilet and medio inal’ 
preparations. 

(6) Export duty on jute or jute products shall not form part 

of the Union revenues but shall be assigned to the States 

in which jute is grown. 

| | 

(7) There is a provision for the grants-in-aid from the Centre 

to the States needing such assistance. These are to be 
given to enable such States to meet the costofsuoh 
schemes of development as may be undertaken by the 
States with the approval of the Government of India. 

(8) The State Legislatures shall have power to make laws with 

respeot to taxes and professions, trades, callings and 

employment for the benefit of the State or of Municipalitv 

Distriot Board, Looal Board and other looal authority 

Rut the total amount payable by a person shall not exceed 
Ks. 250/- per annum. 
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(9) Five years after the commencement of the Constitution 
and every fifth year thereafter a Finance Commission 
shall be appointed which shall consist of a chairman and 
four other members appointed by the President. The 
Commission shall make recommendations as to_ 

(а) The distribution between Union and the States of the 

net proceeds of taxes which are to be distributed 
between them and the allocation between the States 
of the respective shares of such prooeeds ; 

(б) the principles which shall govern the grants-in-aid to 

the States out of the revenues of India ; 

(c) the continuance or modification of any agreement 

entered into by the Union with any State as regards 
the levy, collection and distribution of any tax or 
duty leviable by the Government of India in such 
State ; 

(d) any other matter referred to the Commission by the 

President. 

(10) The Union or State may make any grants for any public 

purpose. 

(11) Rules have been provided for the custody of publio 

moneys. 

(12) The property of the Union shall be exempt from all taxes. 

(13) The Union Government can borrow upon the security of 

the revenues of India within such limits as may, from 
time to time, be fixed by Parliament. * The State Govern¬ 
ment can also raise loans in the same manner. 

(14) The Government of India may make loans to States 

subjeot to suoh conditions as it may think fit to impose. 

The allocation of revenues in the proposed constitution is 
substantially on the same lines as laid down in Government of India 
Act, 1935. The new arrangements suffer from the old defects. Over¬ 
centralisation of revenue powers will only continue the present 
rigidity of the financial structure. As a consequence, the potential 
sphere of provincial autonomy is very much curtailed. The expand¬ 
ing resources still remain with the Central Government, whereas its 
functions are more or less stationary, whereas the States are saddled 
with the responsibility of developing beneficent activities, but they 
are provided with stationary or even declining revenues. The main 
sources of provincial revenues will be Land Revenue, Excise and 
Stamps and in certain provinces forests and irrigation. The Union 
Power Committee has recommended that prooeeds from certain 
Central sources, viz., customs, excises, export duties, taxes on income 
other than agricultural income and taxes on companies should be ' 
distributed in reasonable shares between the provinces. East 
Punjab, Assam and Bihar will normally rely on Central aid. 
Provincial subventions will have to be given to them to mitigate 
inter-provinclal disparities. 
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CHAPTER XXXIV 

ECONOMIC PLANNING IN INDIA 

1. Laissez-faire ruled the minds of people and governed the 
economic policies of nations for a long time. It was believed that 
ree-play of self-interest was conducive to maximum individual 
benefit. It was argued that the consumer would be benefited by 
lower costs and the producer by higher gains. In recent times 
however laissez-faire * has lost its old and there is a swing-back to 

St ate-interference. Thus, today, the issue is not between a plan 

and no plan but between degrees of planning under State auspices. 

Pandit Nehru says : “The idea of planning and a planned 
economy is accepted now in varying degrees by almost every one” 

In the short space of thirty years the world has been shaken to 
its very foundations by two world wars. The second one was more 
devastating than the first and the next one is bound to do even 
more havoc. The Church and the State have so far failed in putting 
a stop to suoh cataclysmic upheavals. It is the economist’s turn now. 
It he plays his innings well enough to secure co-operatioa of all 
countries of importance and succeeds in raising standards of 
living of all people without distinction of colour and creed, he would 
have achieved his end. Obviously India cannot pull its full weight 
towards world recovery so long as she is a land of hunger, disease 
and misery.. “Due to dependency rule her citizens are (still) full of 
apathy, indifference acid fatalism. Their working calibre, both 
individually and in a collective capacity, has suffered grievously and 
their living conditions brought to the verge of disaster.” 1 

The standard of living is low and the vast majority of people 
live in wretched poverty. There is an ever-present menace of 
rapidly growing population due to the handicap of ill-developed 
resources. The per capita income is low. The following compara¬ 
tive figures are an index to the miserable poverty prevalent 
in India. 


U. K. 

1931 

• • • 

... £ 76 

U. S. A. 

1931 

• • • 

... £ 89 
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• • • 
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• • • 
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• • • 
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1938 

4 • • 

... £ 21 
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1931 

• 90 

... £ 5 
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Even this, however, does not provide a true pioture of the 
dreadful condition of the poorest classes whose consumption is next 
to nothing. The Bengal Famine of 1943, and our present dependence 
on foreign food supplies have proved the need for increasing the 
production of food grains in this country. In 1933 Sir John Megaw s 
report revealed that only 39 per cent, of the people could be said 
to be adequately nourished while 41 per cent, were poorly 1 and as 
high a proportion as 20 per cent, were very badly nourished. 
Dr. Aykroyd speaking of India as a whole, more recently, said that, 
“there is no doubt that a high percentage of the population does 
not get enough to eat” and he places the proportion of the total 
population which is normally under-fed at as high a level as 30 

per cent. 

Further, there is not only the quantity of food supply that is 
deficient, but its composition is also unsatisfactory. The first 
report by the Interim Commission on Food and Agriculture says ^ 
“We now know that certain diseases, which affect an immense number 
of people, are caused solely by the failure to get enough of the right 
kind of food.” It has been demonstrated beyond doubt that pro¬ 
tective foods like milk, green vegetables, eggs and fruits are essential 
for the growth of health and efficiency of the human organism. 
India is not producing them on a sufficient scale. Hence the high 
rate of mortality. 

The lowness of the per cipita income Is due to the lop-sided 
development of Indian economy. Too much dependence on agri¬ 
culture keeps the standard of living low. Gandhian economy based 
on the self-sufficiency of the village will remove unemployment but 
will not give the people an opportunity to enjoy a higher standard 
of living. For that, industrialization of the country is essential. 
Only then can the Indians have any hope of better housing facilities/ 
more clothing and adequate medical attention. 

It is thus clear that there is an urgent need for planned 
economy due to the defects of the present system which may 
briefly be summed up as (o)' A suffioienoy of production( b) instability 
of economic life and (c) inequality of distribution. 

Insufficiency of production is due to the unemployment or 
under-employment of faotors of production. This is due to the 
faot that for her present stage in development, India is over- 
populated. Her resources are vast no doubt but they are not fully 
utilised. She does not possess enough capital, nor does she have 
enough machines or technicians. Most people in the villages—and 
no less than 87 per cent of them—live there—would still be an orna¬ 
ment to the middle ages. 

. It is an undisputed faot that Indian economic life Is unstable. 
Agricultural life is at the mercy of an uncertain rainfall. The 
partition of the country into two dominions has made things worse. 
Most of the canal-irrigated a reas in the north-west have gone over 

1; Nutrition : W. R. Aykroyd, Oxford Pamphlets on India. 
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to Pakistan. India has thus to depend on foreign imports for large 

quantities of food and industrial raw materials like jute and cotton. 

Ihis dependence has resulted in a deficit of over Rs. 95 orores in 
India s foreign trade in 1948-49. 

Besides, there are large inequalities in the distribution of 
India s national income Prof. K. T. Shah and Mr. Khambatta 

conducted an investigation m 1924 in the distribution of income 

m India. They found that if there were one hundred rupees to be 
distributed among 100 persons, roughly R 8 . 33 would to the 

share of one member of the rich classes; R s . 33 would go to 33 

persons of the middle classes and the remaining thirtv-three rupees 

■ ° f ^ e workin g classes. Dr. V. K. R. V. Rao found 

in 1931-32 that while the average income was only Rs. 51 per head 

m rural areas, it w a , Rs. 166 in urban areas. It should be borne in 
mmd that only 12 per cent of the population lived in urban areas at 
the period of enquiry. Other enquiries of a similar type also point 
to the extreme contrast between the poverty of the many and the 
comparative affluence of the few. 


It is thus seen that there is an urgent need for putting into 

operation a comprehensive plan which would reorientate the 
economic life of the country from all aspects. 

. Objective of Planning. Our objective, as of other nations, 

is that "the citizen of democracy should be guaranteed as of right 
enough food to maintain him in health. He should be assured of a 
minimum standard of shelter, clothing and food. He should be 
given full and equal opportunities of education. He should have 
leisure and facilities for enjoying it. He should be secured against 
the risk of unemployment, ill-health and old age .” 1 To achieve 
this we need a well thought-out plan. Now, a plan involves systema¬ 
tic effort to achieve ends laid down beforehand. It aims at the 
canalisation of efforts to develop partially developed or undeveloped 
resources. It concedes that freedom to serve and to earn is a citizen^ 
birthright and it pursues the ideal of fuU employment for every one 
who seeks work. It should, however, be remembered that while 
a given corporate plan is hound to work for the good of the 
majority, yet some measure of individual independence will have to 
be sacrificed to make it successful. 


Every plan aims at producing commodities at minimum cost 
but no plan would be complete unless it also aims at a correct 
balance between supply and demand, thus avoiding the extremes 
of over-production and shortage. All thinking minds are keenly 
exercised over the problem of finding an antidote to the great ill 
of Indian poverty and to create a happier and more effective 
citizen. There has been a deluge of plans In India recently. Like 
advertised medicines each claims to be tbe panacea for all economio 
ills. We will review here the five most important of them :_ 

(1) The Bombay Plan. 


1. Sir J. P. Sri vast ava—Aim of Post-war Reconstruction. 
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(2) The People's Plan. 

( 3 ) The Gandhian Plan. 

(4) Natural Planning Committee’s Plans.] 

( 6 ) The Government of India Plan. 

3 . Tests for the Effectiveness of a Plan. The figures involved 
even in a modest plan to meet the needs of over 300 million souls are 
bound to be immense. But that need not stun us into indifference. 

The plan should be sorutinised and subjected to a few simple tests 

before being recommended. 

(1) Does it make for increased production on a sufficient 
scale ? 

(2) Does it bring about a more equitable distribution of 
wealth in the country ? 

(3) Are the methods of production conducive to greater indivi¬ 
dual liberty and enough leisure \ 

(4) Are the methods of financing the plan practicable and 
beneficial ? 

Very useful and instructive conclusions would be arrived at 
if the plans mentioned above are subjected to these tests. 

4 . The Bombay Plan. The authors of this soheme aim at 
raising the standard of living in India to such an extent as to 
provide every Indian with minimum requirements of life, viz., a 
balanced diet, suitable housing accommodation and necessary cloth¬ 
ing. It is also their aim to see that minimum standards of health 
and sanitation come to prevail in India. We have already noticed 
the wide gulf dividing India and the rest of the civilized world in 
matters like these. The soheme is a modest attempt in the 
dir ection of rectifying this situation. The authors hope to aohieve 
their ends in the course of 15 years by doubling the per capita 
income which, allowing for the increase in population, would mean 
a threefold inorease in the present aggregate income of the oountry. 
Under the soheme the income from industry is expeoted to inorease 
by 600 per cent., that from agriculture 130 per oent. and from 
services 200 per oent. It will also incidentally establish a balanced 
eoonomy in the oountry. Instead of industry, agriculture and 
servioes contributing 17 par oent., 5i per oent., and 32 per oent, 
respectively, to national inoome on the basis of 1931-32 figures, 
their contribution, after the execution of the plan, will be 35 per 
oent., 40 per oent. and 20 per oent., respectively. 

The soheme may now be briefly summarised. It has fixed 
targets to be hit in the development of industry, agriculture, 
communications, education, health and housing. Regarding 
industry, basio industries, like power, mining and metallurgy 
engineering, ohemioals, transport, etc., are considered of primary 
importance and attention is to be directed first to their development. 
But steps have to be taken simultaneously to develop ndustries for 
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the production of consumer's goods. These industries include cotton 

6D industries, glass industry, leather goods industry, 

an essential feature. In view of our cheap manpower “pecill 

importance is attached to the development of oottage and small- 

scale industries so that the necessity of purchasing and setting up 

expensive plant and machinery may be obviated. The output of aU 
industries is to be moreased fivefold. ■ 

The output of agricultural products is to be doubled. The 
scheme contemplates a redistribution of area under different crops 
according to the exigencies of international trade and the require- 
ments o i the domestic market. It is pointed out that agricultural 

progress will be out of the question until the three main problems 

of agriculture, viz., uneconomic holdings, rural indebtedness and 
soil erosion, are satisfactorily solved. Co-operative farming is 
suggested to solve the problem of uneconomic holdings and affores 
tation is suggested to prevent soil erosion. It will also be necessary 

to increase the area under cultivation and to inorease the yield per 

acre by means of better irrigation facilities, a scientific system of 

rotation of crops, use of better manures, seeds and implements 

Model farms are proposed to be set up to demonstrate what can be 
achieved by soientifio agriculture. 


The increased volume of industrial and agricultural production 
will lead to a large movement of goods. To meet this increased 
traffic an expansion of the means of communications and transpor¬ 
tation will be necessary. It is proposed to add 21,000 miles to the 

existing railway mileage, doubling the existing mielage of roads and 
to provide more labourers to stimulate coastal shipping. 

Alongside the development of agriculture, industry and com¬ 
munications, it is proposed to launch sohemes for the provision of 
better facilities in education, medical aid and sanitation and housing. 
It is hoped to provide a balanced diet which is calculated to cost 
Rs.^65 per annum for a growing adult and uot muoh less for a growing 
ohild, to see that every person gets 30 yards of cloth in a year and 
a house to live in. It is expected that eaoh village will have a well- 
equipped dispensary and eaoh town a well-equipped general hospital 
as well as a maternity hospital, besides special institutions for the 
treatment of tuberculosis, mental disorders, oancer, venere al 
diseases, eto. Eaoh village is to have a school of its own and thete 
is to be provision for secondary and higher education in adjoin¬ 
ing towns. 


The total oapital requirements of the plan have been put at 
Rs. 10,000 crores distributed as under—Industry Rs. 44,80 orores 
agriculture Rs. 12,49 crores, communications Rs. 940 crores) 
education Rs. 490 orores, health Rs. 450 orores, housing Rs. 22,00 
crores and miscellaneous Rs. 200 orores. It is proposed to meet 
this cost by various sources of finanoe, internal and external, whioh 
have been estimated as follows : Hoarded wealth Rs. 800 orores, 
sterling securities Rs. 1,000 orores, balance of trade Rs. 600 orores, 
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foreign borrowing Rg. 7 00 crores, savings of the people Rs. 4000 
crores while Rs. 3400 crores are proposed to be created by borrow¬ 
ing from the Reserve Bank against ad hoc securities. 

The plan is to be exeouted in three stages, each covering a 
period of five years. It really, therefore, consists of three five- 
year plans. 

Criticism of the Plan . This, in brief, ia the plan. It seems to 
have caught the imagination of the people and has evoked comments 
from economists and publicists both inside the country and outside 
it, some of which are, of course,. favourable and others unfavourable. 
Some of the objections put forward to the plan are : — 

1. That it is authorisation in character and will introduce a 
sprt of economic dictatorship. But this Is a false fear. The authors 
do not wish to impinge on the free choice of consumers and there 
is no intention to crush, freedom of enterprise. No doubt some 
regimentation is inevitable, but there is no reason why it should 
not have a democratic sanction. 

2. That it is a big-business plan, implying that a few big busi¬ 
ness men will come to control the resources of, and production in, 
the country. There is no evidence of such a fear in the explanations 
that the authors have given in this connection. 

3. That capitalism will be strongly entrenohed in the country . 
This criticism comes from the Radical Democratic Party which has 
prepared ‘a People's plan'. But there is room for State capitalis n 
under the plan. 

4. That plan does not give full details of the type of agricul¬ 
tural organisation it contemplates. It admits that “nowhere in India 
has the (Zamindarij system created, as was expected of it, a class 
of landlords willing to supply capital for the improvement of the land 
and the extension of cultivation.” But the authors of the plan pin 
their faith on co-operative farming without depriving the owners of 
their rights. They should have boldly advooated the ryotwari 
Bystem of peasant-proprietorship and a complete abolition of the 
Zamindari system after paying off the landlord's olaims on a 
fair basis. 

This would also involve the fixing of the size of a cultivated 
holding. The size may vary in different areas according to topo¬ 
graphical and climatic conditions between two limits determined by 
the working capacity of a family and the capital available to it. 

. I • I * % ' f 

5. That it is unsound to finance the plan by ‘created' money 

and that inflation is implicit in the soheme. The objection, ooming 

from orthodox finance, as it does need not deter us. We are inclined 

to agree with the authors that ‘finance is merely a camp follower’ 

and we may subscribe to the dictum that ‘what is physically 

possible is also financially possible'. As created money is to be 

used to stimulate production, evils associated with inflation may 
he avoided. * 



606 INDIAN ECONOMICS 

0 That it runs counter to Mahatama Gandhi’s ideals and will 
take the country headlong towards materialism. We have already 
made it clear that India cannot quit the goal of material prosperity 
to pursue only spintua 1 ideals. We do not subscribe to the view 

that it is easier for a poor man to enter heaven 1* 

_ 1L 7, , A ™ inor , ob i ectiio ? relating to the details is that the oosts 
ot the plan have been estimated on the basis of pre-war prices But 
this is not a matter difficult of adjustment. 

Thus we see that the plan has withstood the onslaughts of its 
critics well. The authors deserve to be congratulated on producing 
something big and practical. They are anxious to avoid the pitfalls 
and hardships which the Russians experienced in their big experi¬ 
ment as compared with which it may be described as modest. No 
doubt, there are difficulties. There are also imperfections. But the 
authors are fully conscious of them. We may remember their 
warning that planning without fears is an impossibility. But there 
is nothing to beat the Bombay Plan as a basis of discussion for 
post-war economy, if we are really to achieve something like human 
standards in our inode of living. The greatest obstacle in the way 
of successful planning, the political dependence of the country, has 
to our great luck, been removed. A national government enjoying 
the full confidence of the people is now at the helm of affairs. 
Intensive efforts are being made to determine a suitable industrial 
policy and to correct the faults in the distribution of income. A 
proper solution of these problems is essential before any large-scale 
plan can be launched. Shelving of the problems may defeat the 
objects of the plan. It is obvious that the standard of living cannot 
be raised merely by increasing the national income. Raising of the 
standard of living of the masses will depend uponJbhe share they are 
able to secure out of the national income. 

The second part of the plan tackles the problem of distribution 
which was ignored in the first part. 

No easy and limitless profits are envisaged. National require¬ 
ments and not the profit motive will decide the industry to be 
started. High profits will be observed by the State, thus making 
available funds for sooial service like education, medical treatment, 
etc. and subsidies for essential utility servioas. What is left of these 
profits in the hands of individuals will have to be reinvested in 
industry under an effective system of rationing and price control. 1 
“Similar to these which are in force at present, under war 
oonditions, they will be better co-ordinated and more systematically 
administered. 2 There may be a difference of opinion regarding 
details in these matters, but everyone welcomes an enhanced Income 
with increased production in all directions—industry as well as 
agriculture. 

The British View. The plan was mooted before the British 
left India. Co nsequently tha British Press was at great pains to 

1. Economics and Post-war India, page 22. Dr. S. K, Muranjan. 

2. Plan—Vol. II, page Si. 
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prove the plan faulty and impracticable. The motive for this 
sweeping criticism is obvious. Britain was anxious not to lose the 
Indian market for her goods. Havinlost a good part of her foreign 
markets to her better organized and more efficient rivals, sbe 
was keen to preserve the Indian i arke* - for herself as far as possible. 
The London Economist had no objection to seeing India improve her 
agriculture and cottage ndustries but its righteous indignation was 
aroused at what it called the exploitation of the poverty-;stricken 
masses of India at the hands of the bloated Indian capitalists already 
guilty of making huge«profits during the war years 

At the same time it is only fair to refer to the reoent speech of 
Mr. L. S. Amery at the East India Economic Association. Th e former 
Secretary of State for India was very positive in affirming that “the 
Government of the country only wants to see Indian industry 
developing to the fullest. The last thing, industrialists of this country 
have in mind. Is the idea that the British export industry can 
best prosper by India being held back in the course of her industrial 
development.” Mr. Amery had, however, to confess that there is a 
very strong feeling in India that Britain “or at any rate the 
industrialists of this country would wish to restrict the progress of 
Indian industry in the interests of British export trade.” Mr. Amery 
thought that this feeling was only a ‘superstition’ but one cannot 
run away from the fact that the so-called ‘superstition' was based 
on the hard facts of free trade and Imperial Preference policies 
thrust on India when such policies did untold harm to Indian 
industrial interests. Mr. Amery, however, went on to tell the 
British people in general and industrialists in particular, that 
“provided we do not think India must always buy what we have 
alway s sold her, but are prepared to sell things India needs, there 
will always be favourable openings for British trade to India and 
even more favourable opportunities for collaboration between 
British and Indian industrialists.” These were excellent sentiments, 
but unfortunately there were always mental reservations when suoh 
speeohes were made and past experience had made Indians, bitter. 

Another line of criticism of the Bombay Plan in England was 
in regard to the provision of finance for its execution. It was 

claimed that the figures given were not accurate. It should, how¬ 
ever, be borne in mind that the authors themselves did not claim 
accuracy for them. It was admittedly a rough outline of vast 
figures, but a good deal of spadework was done and the results 
arrived at were only tentative. Prof. Brij Narain too crltioised the 
methods of finance advooated in the Plan. He would prefer pre¬ 
financing of output through an expansion of bank credit as in 
Germany. He believed that the provision of finanoe for new enter¬ 
prise must be made “not by borrowing from the Reserve Bank 
against ad hoc securities, but by means of bills or bank bills This 
involves the setting up of special institutions for the purpose of 
accepting bills on behalf of Government. A bill is self-liquidating 
when it matures it is paid off, or, when it has done its work, it 
disappears. It follows that there is less risk of inflation. This is 
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not the oase with additions to the note circulation.” 1 2 Inflation is to 
be guarded against as far as possible. The wage-earners, the salaried 
classes, and the smaller agriculturists with no surplus to sell, all 
suffer as a result of inflation. Prioes have the knack of always 
running ahead of wages and dearness allowances* Any plan worth 
the name should avoid such a contingency. 

The Bombay Plan—A Compromise Between Capitalism and 
Socialism . The Bombay Plan foreshadows an economic organisa¬ 
tion not unlike the type of society which Prof. Pigu foreshadows 
in his book, Socialism vs. Capitalism, and quotes the passage whioh 
in their opinion correctly describes the society they have in view 
and the role the State will have to play in it. “If, then, it were 
in the writer’s power to direct his country’s destiny, he would 
accept, for the time being, the general structure of capitalism 
but he would modify it generally. He would use the weapon of 
graduated death duties and graduated income-tax, not merely as 
instruments of revenue, but with the deliberate purpose of diminish¬ 
ing the glaring inequalities of fortune and opportunity which 
deface our present civilisation. He would take a leaf from the book 
of Soviet Russia and remember that the most important investment 
of all is the investment in the health, intelligence and character of the 
people. To advocate ‘economy’ in this field would, under his gov¬ 
ernment, be a criminal offence. All industries affected with a public 
Interest, or capable of wielding monopoly power, he would subject at 
least to public supervision and control. Some of them, the manu¬ 
facture of armaments, probably the coal industry, possibly the rail¬ 
ways, he would nationalise, not, of course, on the pattern of the Post 
Office, but through public boards or commissions. The Bank of 
England he would make in name—what it is already in effeot—a 
public institution, with instructions to use its power to mitigate, 
so far as may be, violent fluctuations in industry and employment. 
If all went well, further steps towards nationalisation of important 
Industries would be taken by degrees. In controlling and develop¬ 
ing these nationalised industries, the Central Government would 
inevitably need to ‘plan’ an appropriate allocation for a large 
part of the country’s annual investment in new capital. When 
these things had been accomplished, the writer would consider his 
period of office at an end, and would surrender the reins of 
government. In his political testament he would recommend his 
successor also to follow the path of gradualness—to mould and 
transform, not violently to uproot ; but he would add, in large 
capitals, a final sentence, that gradualness implies action, and is 
not a polite name for standing still.” 

5. The Peopled Plan. 1 While the Bombay Plan, in a way, 
depicts the capitalist attitude to post-war construction the 

1. Brij Narain—Eoonomic Problems, Vol. II, pp. 187-88. 

2. People’s Plan for the Economic Development, being Report of the 
P >8t-war ReQonstruqtion Committee of the Indian Federation of 
Labour, 
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People's Plan, also oalled the Royist Plan, 1 represents the indepen¬ 
dent view of the Indian Federation of Labour on this vital matter. 
This plan is more comprehensive than the Bombay Plan in that it 
deals with every aspect of planning including the methods of control 
for production and distribution of the wealth produced. The 
entire plan covers a period of ten years. The total expenditure 
involved during the whole period of planning is Ra. J 5,000 orores. 
This expenditure is distributed in this way :— 

In Crores of Rupees 


Agriculture 
Industry 
Communications 
Health 






• •• 

• • • 

• • • 

t • • 


• • • 


• • • 


• # # 


• • • 


2950 

5600 

1500 


Education ... ... ... 1040 

Housing ... ... ... 3150 

The initial capital expenditure for a period of three years of 
the plan is estimated at Rs. 1600 crores. It is calculated that 
with this initial investment the plan can finance itself, i. e , the 
State will then find enough funds for further investment as the 
initial expense is concentrated on items whioh are expeoted to 
bring in an immediate return. Thus agriculture absorbs 66 per cent, 
of this expenditure during the first five years, while industries 
will claim only 20 per cent, of the expense during the same 
period. Communications are not supposed to be tackled till, the 
fourth year of the plan. The first half of the total period is to 
be devoted to agricultural development and the second half to 
industrial development. The expense on industries and sooial 
welfare services like education, health and housing will depend 
on the surplus produced by agriculture. Thus the main emphasis 
of the plan is on agriculture whioh is supposed to yield an inorease 
in output of 400 per cent. It is stressed that any attempt to 
inorease the income of the people will have to start through 
concentration on agriculture whioh is the main occupation of 
two-thirds of India’s vast population. 

. inorease the production from agriculture, land is to be 
nationalized and usury abolished. The area under cultivation is 
proposed to be increased by 50 per cent, through a rapid extension 
of irrigation and reclamation of waste areas lying uncultivated. 
The methods of production are to be mechanized and 25,000 
State farms and research institutes equipped with modern 
mechanical instruments are to be established. It is affirmed that 
these steps will not only provide enough food for the people 

u raW fh a * eria l 8 f° r the industries but also produce a surplus 
of these for export to foreign countries for purohase of maohinerv 
and equipment in exchange. 

. Crit ^ ci8 r i °f the Pla ^' has, however, not been foreseen 
that a fivefold increase in agricultural produce will oreate suoh a 
big surplus that in spite of the increased local consumption, it 



1 * f!?. ple ! 8 Pla® >8 mainly the work of Mr. M. N. Roy, the leader of 

the Left-wing>of Indian Labour. 1 
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will not be salable in' foreign countries at reasonable rates, for the 
U S.A , Argentina, Australia and Russia will not be idle during 
the meantime. Such universal overproduction may very well 
lay the foundation of another world depression of the type of 
the early 'thirties. 

, In fact, the plan proposes rapidly to introduce land socialism 
in India of the type existing in Russia and to adopt the same 
methods in doing it. The age-old social and religious customs 
which have ruled Indian life for thousands of years have no 
value in the Royist Plan and a veritable revolution with im¬ 
possible objectives is aimed at. An increase of 50 per cent, of the 
cult vated area in a matter of five years with a complete nationa¬ 
lization of land % tnd an income of Rs, 810 crores from Estate Duty 
are taken for granted. Industries have been relegated to quite a 
secondary position and a very wide margin of State control 
envisaged. The profits from private enterprise have been limited 
to a bare 3 per cent, which correctly interpreted means the 
abolition of private enterprise altogether. Prof. Brij Narain with 
his usual caustic humour brings out the many serious faults of 
the People’s Plan in a graphic manner. 1 

It is, however, seen that the People’s Plan lays the necessary 
emphasis on the important problem of distribution even though it 
advocates revolutionary methods of production in agrioulture. 
Besides, there is a provision for the expansion of means of com¬ 
munication and transportation. The total milage of railways is 
proposed to be increased by 50 per cent ; and the roads by 150 
per cent. A considerable development of internal navigation and 
coastal shipping is also suggested The State is further required 
to finance a huge programme of housing, health and education. 
Along with the controlled development of agrioulture and indus¬ 
tries, the process of distribution is also to be firmly controlled. 
Prices of all commodities are to be fixed and their distribution 
undertaken (as an alternative channel to private enterprise) 
through a nfetwork of co-operative societies which will purohase their 
stores direct from collective farms and State controlled factories. 


Year. 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 


Agri- 


200 

350 

450 

500 

459 

460 
250 
100 
100 
1<)0 


ivestm 

Basic 

ents is proposed :— 

(In Crores of Rupees) 

Con 

Sumer’s n ]th 

Edu- 

t 

Housing 

t 

I 

Total 

Industry goods 

Industry 

100 

nioati n 

• • • 

• • • 

cation 

• • • 

O 

• • • 

300 

100 

103 

• • • 

20 

30 

• • • 

600 

100 

100 

• • • 

20 

30 

t 

• • • 

700 

100 

150 

50 

30 

37 

* • 

• • • 

807 

160 

250 

100 

40 

90 

274 

1354 

300 

400 

200 

50 

100 

288 

1788 

350 

450 

300 

80 

150 

480 

2060 

■400 

500 

300 

120 

180 

848 

2448 

600 

500 

300 

200 

200 

726 

2526 

6C0 

550 

250 

250 

223 

634 

2537 


1. Brij Narain, Post-war Planning, p. 243, et aeq 
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The above figures show that the Royist Plan puts a very much 
greater emphasis on consumer’s goods industry than on basic 
industry. It aims to spend Rs. 3,000 crores on the former as 
against only Rs. 2,600 crore9 on the latter. It clearly advocates 
that a relatively greater emphasis should be laid by the planning 
authority on consumer’s goods industries. Cottage industries are 
simply ignored while the importance of basic industries is not 
sufficiently recognized. ‘The Plan asserts that in the world, as it 
is likely to emerge after the present war, the problem of defence 
will not be a pressing problem and utilisation of resources for 
the purpose of defence a sheer waste.’ 1 And yet Russia itself 
which the Royists are so fond of holding up for imitation propose 
to spend uncounted millions on armaments, so as to be ready 
presumably for a third world war. 

The Plan makes too bold a presumption to assert that “at the 
end of ten years, agricultural production will increase by 400 
per cent or more and industrial production by 600 per cent. 
The standard of living of the masses will rise by 300 per cent, 
exclusive of the services such as health, education and housing 
which will be provided for them.” 2 

The People’s Plan like the Bombay Plan does not contemplate 
provision for unemployment and social insecurity. It does not 
provide for any agricultural and industrial fluctuations and trade 
cycles. It is not safe to forget them when very big problems 
which entail a great deal of uncertainty are being tackled. 

The sum of Rs. 15,000 crores required to finance the execution 
of the plan is to be obtained thus : 

In crores of rupees. 

(1) Sterling Balances ... ... ... 460 

(2) Initial finance—Estate Duty, etc. ... ... 810 

(3) Inoome from nationalized land in the 

first year of the plan ... ... ... 90 

(4) Inoome from agriculture for reinvestment 

during the period of the plan ... ,■ ... 10,816 

(6) Inoome from industries for reinvestment ' 

during the period of the plan , M 2,834 

Total 16,000 

a 

6. The Gandhian Plan. The plan is not so ambitious in its 
estimates of expenditure as the others we have considered. It claims 
that India is a poor land and should start modestly. It proposes 

to spend a total sum of R 9 . 3,500 crores in a period of ten years 
and distributes it thus :— * 


1. People’s Plan, page viii. 

2. People’s Plan, page ii. 
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(In crores of rupee) 


• 

Non-reourring 

Reourri ng 

Agriculture 

• • • 

1175 

40 

Rural Industries 
Large-scale and 

Key Industries 
Public utilities ... 

• • • 

• • • 

• • • 

* 

• • • 

350 

1,000 

— 

Transport 

• • ♦ 

400 

15 

Public Health 

• • • 

260 

45 

Education 

• 

• • • 

295 

190 

Research 

• • • 

Total 

i 20 

3,500 

' 200 



The Gandhian Plan is idealistic and not based on oold economic ' 
reasoning. It attaches main importance to the welfare of rural 
areas, development of agriculture and subsidiary cottage industries. 
It asserts that “our planning should be based on the indigenous 
culture and civilization of the nation and should be in the nature of 
an organic growth. It should not result in excessive regimentation 
of the masses by diverting them and their legitimate liberty in 
social, economic and political life. It must plan for democracy and 
not for totalitarian control.” 

Considering planning in other parts of the world, the Gandbian 
Plan thinks that the British system of planning is a roundabout 
process of first allowing the capitalists to exploit the poor and then 
throwing ciumbs of financial help to be exploited by taxing the 
exploiters. This procedure is claimed to be unnatural and degrading. 
The Soviet plan, ‘far from being classless, is dominated by a new and 
powerful section- the Managerial class’ 1 . The individual has no 
independence though materially he is much better off than before. 
The fascist plan gave full employment but not a higher standard of 
living. The people were taught to prefer guns to butter. 2 

Gandhi ji does not want to plan along the lines of large-soale 
industry. According to him ‘machine’ is the handmaid of oapital, 
onsts human labour and concentrates wealth in the hands Qf the 
few by the exploitation of the many. On the other hand, produc¬ 
tion in the village by the village communities will be for immediate 
use and not for distant profitable markets. Each village 
or group of villages is meant to be self-sufficient. Mechani¬ 
sation is considered an evil and it is only reluotantly that a few 
basio industries mainly needed for the evolution of cottage industries 
and the defenoe of India are advooated. The total expense on these 
is put at Rs. 1,000 orores inoluding Rs. 500 orores required to buy 
out foreign interests. 

A balanoed diet (aooording to Dr. Aykroyd’s oaloulations) 
yielding 2600 oalories of heat, 20 yards of olothing per year, housing 
accommodation of 100 sq. feet for each individual, free and 

1. Burnham—Managerial Revolution. 

2. The Gandhian Plan—Penguir series by S. N. Aggarwal. , 
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oompulsory education for every boy and girl, public utility services 
for all inoluding medicinal and reoreational facilities like play¬ 
grounds, indigenous theatres and folk dances are laid down as the 

objectives of the plan. 

The funds are prepared to be obtained thus :—• 

Internal borrowing ... ••• Es. 2000 crores 

Created money ... Es. ^00 orores 

Taxation ... — Bs. 500 crorea 

It is further proposed that the income and super taxes shall be 
more steeply graduated, salt tax abolished, higher agricultural 
incomes taxed and lower ones relieved. Military expenditure will 
be reduced drastically and no oivil servant will reoeive more than 
Rs. 500 per month. 

Criticism. The Gandhian Plan makes a full use of man power 
resources. It aims at making people consoious citizens, providing 
themselves an honest livelihood. But these people will have to 
oontent themselves with a very low standard of living. Standards 
can’t rise unless there is an increase in capital equipment. The 
Gandhian Plan oondemns artificial methods of birth control and 
advocates “oontinence as the only practical and desirable method of 
checking undue increase in numbers,” and equally strongly condemns 
intensive capital development, yet hopes for an improvement in the 
standard of living which will oheck the existing increase in 
numbers. In the words of Dr. John Matthai, ‘‘The Gandhian Plan 
is basically the reverse of the Industrialists’ Plan The former 
wants the economio structure to the based on agriculture whereas 
the' Bombay Planners think that the approach* must be from 
industry to agriculture.” , Gandhian philosophy may well be oalled 
‘Utopian’ when it aims at reconstructing a medieval economy 
which, to say the least, is unscientific. It stresses the ideals of 
maximum decentralization and minimum S tate control These ideals 
do not well harmonize with the ideals of nationalization of indus¬ 
tries whioh oalls for rigid State control. It is feared that "a 
decentralized economy will create,, an eoonomio vacuum within the 
oountry whioh will provide an overwhelming attraction to the 
highly developed material forces outside. Thus the eoonomip 
arrangements of the Gandhian Plan will have to be defended by 
tariff walls at first and later with tanks, planes and submarines." 

The Plan has great merit as it is simple and lays emphasis on 
the improvement of village economy. So far villages have been 
negleoted and are in wretched poverty. Any plan that does not 
aim at their regeneration is meaningless. At the same time, the 
plan oondemns industrial , concentration. It has been admitted that 
spreading out is better in these days of atom bombs. 

All the same, the Plan is retrograde in some of the measures 
it advocates. Barter and hand-spinning will push the oountry 
backward rather than forward. 


9 
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7. The N. P. C. The National Planning Committee was 
formed in 1938 by the Working Committee of the Indian National 
Congress. The objective was to take steps to ensure an adequate 
standard of living for the masses and to relieve their poverty. It 
was, indeed, “to observe a due proportion between the various forms 
of new wealth, its equitable distribution among the members of the 
community and to secure such adjustment between the interests of 
producers and consumers, individuals and the community ; 
collectively . . .to secure a balance between the several interests.” 
The various viewpoints were to be harmonized and a plan was to be 
drawn which would apply to a free India. 

N 

Industries required for the defence of the country were to be 
owned and worked by the State ; key industries too were to be 
nationalized by and by. Public utilities were to be owned, by the 
State and worked by one of its organs. In some cases Public Trusts 
were to be created to avoid inefficiency and red-tapism. 

Mines, quarries, rivers and forests were considered forms of 
national wealth and their ownership was to vest absolutely in the 
people of India collectively. Land policy too was determined. 
Zamindari was to be abolished and the co-operative principle of 
farming was to be applied to the exploitation of land, thus inciden¬ 
tally getting rid of uneconomic holdings. So far as credit is con¬ 
cerned it was considered desirable that the Reserve Bank should be 
nationalised, all banks, scheduled and non-scheduled, and insurance 
companies were to be under the strict control of the Reserve Bank. 
Foreign trade of India was to be regulated to promote national 
interests. A control over imports as well as exports was essential in 
order to help indigenous industries in distress and to earn enough 
foreign money to buy necessary goods like machinery, plant, food 
and industrial raw materials. 


As a matter of fact 29 sub-committees were appointed to 
investigate eaoh and every one of the various problems facing the 
country and to submit reports and offer suggestions for their correct 
solution. Detailed terms of reference and questionnaire were given 
to eaoh of the sub-committees. The co-operation of the Government 


of India, various provinces, Indian States and Chambers of Commerce 
was asked for. No single asp ot of the economic life of the country 
was neglected. The investigations of the National Planning 
Committee would serve as a preparatory base for an all-India 
survey. Unfortunately complete co-operation was not given by 
various provinces and bodies. Almost every sub-committee com¬ 
plained of lack of data. 


By now all the reports have been published and it is seen that, 
in spite of the absence of up-to-date statistics in many directions, the 
reports are of great educational value and serve a useful purpose 
in so far as they fully discuss the many inadequacies in the economic 
life of this country. 
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We may conclude that the National Planning Committee^ has 
given us a plan tending towards socialism, at the same time giving 
to private enterprise a respectable share ia trade and manufacture 
of the country. Equal opportunities are to be given to all ; special 
opportunities are to be given to backward groups ; private property 
is not to be abolished, but at the same time basic industries are to 
be under public ownership while land is to be exploited on a 
co-operative basis. At the same time, co operatively-controlled 
small-scale industries are to be encouraged in rural areas. 

8* The Government of India Plans After the Department 
of Planning and Development was placed in the bands of Sir A. Dalai 
in August, 1944, the Government of India, in spite of its proverbial 
dilatoriness and red-tapism, did some important work in, post*war 
planning. The Report published in the form of a Yellow Book in 
November, 1944, was only a beginning and was primarily meant to 
provide guidance to planning authorities. Later the complete 
plan with all relevant details was published. The plan was split 
into two parts, a short-term plan and a long-term one. 

The objectives of the short-term plan which was to cover five 
years starting from 1947*48 mainly consists of : — 

(») The resettlement of defence services personnel and labour 
displaced from war industry, military works, etc. ; 

(ii) the orderly disposal of surplus military store3 and equip¬ 
ment, land and buildings ; 

(Hi) the conversion of industry from war to peace ; and 

(iv) the removal or adjustment of controls to suit peace 
conditions. 

Of the long-term projeots, there are some which involve 
large-scale oapital expenditure and are of basic importance to 
development as a whole. These are : 

(i) The development of electric power as the basis of indus¬ 
trial development and to a lesser extent of agricultural develop¬ 
ment, pump irrigation and rural industry ; 

(ii) the development of industry with special reference to 
the production of capital goods and consumer’s goods required by 
the bulk of the population, and also tte maintenance and develop¬ 
ment of small-fcale and cottage industries ; 

(m) the development of road communications and transport 
services on a comprehensive scale, especially in rural areas ; and 

(iv) the improvement of agriculture, and with it, the develop¬ 
ment of irrigation, anti erosion measures, and land reclamation. 

It is proposed to lay the foundations of improved education, 
housing and health at the same time because these services besides 
being essential for the welfare of tbe masses, are a prerequisite for 
thd development of agriculture and industry. Technical education 
is perhaps the most important of such services at the moment. The 
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Government comprehend that the real bottleneck to progress will 
not be the provision of finance so much as trained personnel and 
capital goods. r Io remove the former difficulty they propose to send 
abroad a number of students (500) for training in technical lines. 
Sir Ardeshir said : “We hope to get most of the training schemes 
in hand before the end of the war, and specially to send students 
overseas at an early date. There is also under consideration the 
setting up of Central institutions for training, such as a Central 
Technological Institute on the lines of the Massachusetts Institute 
of Technology, an all-India Medical Centre, and perhaps a Central 
Agricultural College. These institutions, and possibly others, will 
be mainly for post-graduate and higher training/* 

An All-India Basis . The Central Government will not only 
initiate all plan3 and policies for subjects for which it is responsible, 
but will also provide expert advice to provinces and States and 
endeavour to ensure a common policy on important questions; 
ensure interchange of informaticn and possibly of technical advice 
between provinces and States ; provide financial advice and assist¬ 
ance where considered justifiable or necessary ; assist in the pro¬ 
curement of plant or technical staff and co ordinate scientific 
research and experiment, expert and technical investigations, 
training of technicians, etc. 

Planning is intended for India as a whole, but it is stressed 
that this does not prejudice the constitutional issue for whatever 
form the constitution may take in the future and whatever the 
measures of provincial and State autonomy under it. 

The problem of distributee, too, is not neglected. It is clearly 
laid down that steps will be taken to ensure an equitable distribu¬ 
tion of the wealth that is produced. Planning, as cpntemplated in 
the report, will ensure to the poorer classes various amenities, free, 
or at reduced cost, such as education, medical relief, water supply 
and other public utility services, including electric power. Labour 
must get a fairer deal in the form of reasonable wages, maternity and 
sickness benefits, holidays with pay and such like provisions. 
Efforts will be made to ensure that the amenities provided under 
the plan are more especially utilized for the benefit of the scheduled 
and backward classes so as to raise them to the level of their more 
fortunate fellow-oitizens. 

Finatcing of the Plan . The Government of India estimate that 
a round .figure of Rs. 1,000 crores will be available fcr the first five- 
year period. Approximately half of the total sum will consist of 
revenue surpluses while the remainder represents loans which might 
be raised by the provinces and the Centre. The figure of Rs. 1*000 
orores does not include amounts which might be raked from the 
market for private enterprise and investment. It is likely that 
this too may approach Rs. 1,000 orores. 

The Government provisionally suggest that capital expenditure 
on p ower development, roads and irrigation will be financed out of 
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loans, and in the case of industrial development, out of private 
capital. Recurrent expenditure on servioea moluding the service 
of loans, and expenditure on social services shall be met out oi 

revenue * . ' 

The success of Government policies will depend on the con- 
tentment, health, and efficiency of labour and steps are promised 
to be taken for the improvement of employment serves 
and for the extension of sooial security, welfare and health schemes. 

A Heillh Insurance, Scheme. A health insurance scheme was 
submitted to the Government of India by Prof. A.darkar, Officer on 
Special Duty in the Labour Department, to tackle the problem ot 
labourers’ sickness. It covers 12 lakhs of labourers out of the 
20 lakhs or nearly 60 per oent. of the total faotory workers in India. 
The scheme is to apply in the first instance to three groups ot 
factory industries, namely, textiles, engineering and mining and 
metals. The soheme is compulsory in character and provides 
security against ill-health to the workers, whether permanent, 
temporary and casual. It provides that the emplo ers should pay 
Rs. 1-4 and the permanent employee As. 12 per month. In case 
the Government agree to make a contribution, the employer will 
pay As. 14; the permanent worker As. 10 and the Government As. 8 
each. This will entail an expense of Rs. 72 lakhs in a year for the 
Government. The soheme provides medical benefit including free 
medical attendance and treatment without limit for the worker. 
Cash benefits will be subject, it is stated, to certain conditions , 
regarding ‘qualifying’ and ‘waiting’ periods. Prof. Adarkar also 
recommended a soheme of insurance for disability and the provision 
of maternity benefit through insurance in place of the present 
Workmen’s Compensation Act. The soheme has been styled as an 
“Epoch-making event in Indian iabour legislation.” 1 

Agriculture. In order to satisfy the needs of the increasing 
population, area classified as cultivable waste was to be brought 
under cultivation by introducing new irrigation schemes, by 
installing electric tube-wells to utilise the sub-soil water, by building 
tanks, by adopting modern dry-farming methods and comprehensive 
contour bunding in the Deoqan and Rajputana and by reclaiming 
water-logged areas and rehaibilitating eroded lands. 

As a result each individual will have more than a lb. of cereals 
a. day in addition to protective foods like milk, vegetables, fish and 
meat. In faot, the following I increases on existing production are 


fixed as minimum targets 

Cereals 10% 

Vegetables 100% 

Pulses . 20% 

Fats and oils 250% 

Fruits 50% 

Milk 300% 

Fish and eggs * 300% 


1. Commeroe, for November, 11, 1944.' 
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To stimulate produotion (i) land revenue was proposed to be 
adjusted to prices, and partly paid in kind so as to ensure auto¬ 
matic relief for the oultivator where prices were low and (it) prioes 
of agricultural commodities established at economio levels. 


In order to ensure a sufficient supply of raw materials for the 
growing industries and for the export market for the procurement of 
capital goods, crop planning was to be adopted while freedom from 
undue restriction was ensured to the actual user ot the land. The 


plan said, “Adequate arrangements shall be made for rural finance. 
The Government shall use compulsion in the use of improved 
varieties of seeds, in the control of animal breeding, in the consoli¬ 
dation of holdings, in preventing further fragmentation and in 
marketing the produce. Each province shall have 20% to 25% of 
its area under forests properly distributed to enable every village 
to have its fuel supply reasonably near.” 



Industry. An intensive development of industry is essential 
to enable the provision of social amenities contemplated under the 
plan. In the beginning important capital-goods industries, con¬ 
sidered essential for national purposes, shall have preference. The 
iron and 6teel industry, the heavy engineering industry, the heavy 
chemical industry, the machine tool and fertilisers industries may 
be mentioned in this connection. In order to find an outlet for the 
created purchasing power consumer’s goods industries shall be 
developed. Cottage and small-scale industries are of this type. 

There are certain industries like the armaments industry which 
the State shall own and manage in its interests. There are others 

for whioh private capital may not be forthcoming. They need to be 
established by the State, e g., the ammonium sulphate industry. 
But the most usual form of State relationship with industries will 
be that of State control through the nomination of directors, 
licensing, limitation of dividends, etc. They will be operated for 
publio benefit after providing a reasonable return for capital and 

enterprise. 

Technical training will be given in India and abroad through 
scholarships, and experts in machinery provided where needed. It 
will be seen that capital is issued in India, that the directorate is 
largely Indian and that the management of industry rests in Indian 
hands. Ample provision shall be made for scientific and industrial 
researoh, geological and mining surveys, power and transport 
facilities, tariff and subsidies, priorities for machinery and financial 


help. 

Transport. Every aspect, road, railway, air, internal marine, 
coastal and deep-sea transport, has been tackled and targets laid. 
The details have already been discussed in the Chapters on Trans¬ 


port. 

Public Health, Education, etc. The plan deals with all branches 
of education and endeavours to present an integrated scheme 
covering the entire field. It envisages free compulsory education 
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between the ages of six and 14 and before that, nursery 
schools and infant classes. In addition, adult vocational and 
non- vocational education and employment bureaus are also Proposed. 
The purely cultural and reoreation side of education is not neglected 
as the plan attaches particular importance to the provision of the 

widest facilities for encouraging boys and girls, men and women, 

to equip themselves as individuals and to make a profitable use ot 
their leisure. It also foresees the necessity for enlarging and 
making more practical the present provision for technical, oom- 
mercial and arts instructions at all levels in order to provide in 1 a 
with research workers, executives and skilled craftsmen. lne 
estimated cost comes to Rs. 312 orores gross or Rs. 277 crores net 
per year when the plan will be in full operation in its I4th yean. 

A national health polioy must be comprehensive in its scope. It 

must have an objective of maximum attainable health of every 
individual, infant, child, mother and adult. The Health Survey and 
Development Committee has made far-reaching proposals taokling 

public health and medicine. 


Town planning is not neglected. In addition to the proposed 
scheme of sickness insurance for industrial workers, other aspects 
of social security need have also been taken into consideration 
following the lead of more advanced countries. National research 
laboratories are proposed to carry on research in all directions 
physical, chemioal, metallurgical, fuel, glass, etc. All research is to 
be co-ordinated in order to avoid duplication and overlapping as 
far as possible for which purpose statistics of all kinds are proposed 

to be collected by trained staff. 


The above schemes were mooted at a time when India was a 
British dependency. She is now free. The constitution of new 
India is now a known entity. It is a secular State giving no 
preference to any caste or creed. The several hundreds of Indian 
States form a part of India today as they never did before. 
They have either merged with neighbouring provinces or they 
have been amalgamated into strong eoonomio unions forming 
unitB similar to provinces in British times. India is thus ONE. 
The contemplated measure of eoonomio planning will, therefore, 
achieve muoh greater progress now than oould ever be expected 
previously. 

9. Provincial Development Plans. In addition to the plan 
promulgated by the Central Government, eaoh of the provinces and 
States is preparing plans for post-war development. The objective 
in all oases is to raise the standard of living of the people and 
to increase the purchasing power so as to enable them to lead a 
full and rich life. The plans prepared by the various provinces 
contemplate a total expenditure of no less than Rs. 900 crores 
which will be thus obtained during the five years starting with 
1947 48 
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Crores of Rs. 


1. Surplus balances 70 

2. Saving in 6 years from 1946-47 100 

3. Help from Central Government 250 

during the next 5 years 

4. Loans from Public 480 

Total 900 


The plans of each province vary according to its particular 
needs and finances but the aim everywhere is to wage a fight 
against poverty, squalor, disease, ignorance and idleness. 

Due to the partition of India, the economy of East Punjab 
and West Bengal has been'shattered, specially that of the former 
due to the migration of about 50 lakh non Muslims to India 
in exchange for about the same number of Muslims f one to 
Pakistan. The united Punjab was a surplus province with a 
high standard of living. Today she is deficit in food. Her 
budget is unbalanced. She has no capital. Although about two years 
have passed since the partition, lakhs of Hindus and Sikhs are 
still living in Refugee-camps, suffering untold miseries. Crores 
of rupees have been spent by the Government of India to help 
East Punjab but still a great deal remains to be done to rehabilitate 
her people. There are neither enough houses in urban 
areas, nor are there enough irrigated lands to meet the 
needs of the cultivators. Until East Punjab has its capital and 
the Bhakra dam project starts functioning she will not be able to 
stand on her legs. Luokily the problem of West Bengal is not 
eo acute. All the same the Government of India have to carry a 
heavy burden till the refugee problem is solved and the shattered 
economies of East Punjab and West Bengal restored. 

10. Conclusion : One of the usual charges laid at the door 
of the Government of India in the past was that when they 
undertook vast schemes they frittered away their energies and 
resources in importing experts and inviting reports which were 
shelved* The British Government in India conserved foreign 
interests in preference to India while Communism stood in the 
way of putting into operation any comprehensive plan success¬ 
ful. The existence of the vast number of Indian States, each 
jealous of its own interests and prestige, made conditions worse. 

India is now free. She is one compact whole as she never 
was before. She is secular in outlook. Planning could never be 
successful in the past to the extent it can today. 

Obviously a discussion of the various important plans mooted 
so far gives us a general idea of the policy which independent 
India should follow. A future programme of reconstruction 
which is to be pursued by the Congress Government in India 
today is fairly obvious. India’s dependence on foreign countries 
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for her capital goods and consumer goods has to be got rid 
off. The standard of living of the people has to be raised. What 
Russia has been able to do for the illiterate masses, India can 
also achieve. Russia today is one of the most powerful nations 
of the world. She has shown the world what complete planning 
can do. Indian traditions and problems are different from that 
of Russia, hence methods used id India must be different. But 
the Indian problem is of an equal magnitude and India has to be 
converted from an agrarian into an industrial country while the 
standards of agriculture have to be raised simultaneously. We 
mention below a few of the most urgent requirements in present 
day India. 

# 

Requisites of Economic Stabilization. Today (1949) India is 
facing a grave crisis. Her economy is seriously out of order. She 
is deficient in food. She is ill-equipped industrially. Her imports 
are far greater than her exports for which she can not pay fully. 
We are thus faoed with the urgent task of preventing an economio 
catastrophe from overtaking the country. To achieve this end the 
economio system of the country has to be properly balanced to 
secure full employment and raise the standard of living of the 
masses. .“But any programme which dees not aim at forging the 
component parts of the country into a co-ordinated system” will 
only aggravate the trouble and land us into a morass. Such a 
programme needs action in the following fundamental directions :_ 

( 2 ) Self-sufficiency in the food requirements of the people. Today 

India lacks at least 10 per cent of her food requirements. She had 
to import no less than 3 million tons of food grains in 1948-49 from 
all over the world and has been compelled to take steps to import 
even larger quantities in 1949-50 Intensive efforts are being made 
to reclaim wastelands with the help of traotors and construction of 
river projects to produce enough food, but these efforts are expeoted 
to bear fruit only in 1951. During the intervening period, however 
food has to be imported at a heavy cost. If these imports are conti¬ 
nued for a long time they will irritrievably shelter the economy Of 

India. Short-term plans are, therefore, indicated to increase subsi¬ 
diary foods like bananas, sweet potatoes and fish which will reduce 

our foreign dependence as well as conserve dollars for the purchase 
of capital goods. 

(2) Co-ordination of the Industrial Structure of the country 

This calls for the establishment of many new industries, develop^ 
ment of some old ones, nationalisation of basic industries as well as 
decentralisation of the industrial structure with a view to increasing 
the employment of unemployed factors in rural areas. K 

(3) Covering the gap between exports and imports. During the 
years !948-49 there was a huge deficit of over Rs. 95 crores in 
India s trade. Such vast deficits cannot be left uncovered We 
have to tighten our belts and reduce the imports of consumer goods 
and luxury articles. Food has to be imported willy nilly, capital goods 
and industrial raw materials have to be given a priority. At the 
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same time the quality and quantity of exports has to be Improved. 
In this connection it has been suggested that tourist traffic from 
the U.S. and the U.K. may be encouraged as far as possible. In faot 
all possible methods are to be adopted to bridge the gap between 
our exports and imports. 

(4) Reducing the coat structure in India. The partition of India 
into two Dominions has bit the Indian economy hard. Raw cotton 
and raw jute which were united India’s most paying exports have 
mainly gone over to Pakistan. As a result India is now an importer 
of these two industrial raw materials. Besides, consumer goods 
manufactured in India are more highly priced than similar goods 
in foreign countries. Sugar, cement and cotton textiles may be 
quoted in this connection. Still further some of the goods exported 
from India like tea and tobacco are not soundly blended and are 
quite often adulterated. Due to these various reasons Indian 
goods are not finding the needed markets outside India, Steps must 
be taken immediately and urgently to lower the cost structure 
in those units of production in which the country has to build up 
an international market as well as to improve the quality of 
exported goods. 

5. Removing the bottleneck of transport . India’s population has 
increased greatly and is still in the process of increasing. An 
internal trade has also expanded. This has resulted in a vast expan- 
sion both in passenger and goods traffic which cannot possibly be 
shouldered by our existing transport system. Roads, railways and 
water have all to be developed to carry men and material all over 
the country. 

6. Equitable distribution of national income . Of course, the 
ideal is not absolute equality of incomes, bub equal opportunities 
for all and equitable distribution of the national income with a 
minimum standard of living for all and sundry. India needs 
socialism, which provides for differences according to ability and 
worth but not inheritance. Every one who wants work has to be 
found a job so that he contributes to the national effort. If ill- 
health or old-age reduce an individual’s capacity to work the State 
must maintain him. The tax polioy of the Government should help 
to reduce the inequalities of income. 

% 

The ultimate aim of planning in India must be a New Economic 
Policy which must be a blend of rational capitalism, nationalisation 
of key industries and oo-operative farming. The State must provide 
machinery, manures and water to the poor farmer, while the land¬ 
lord classes who absorb a larger part of the farmer’s labour should 
be got rid off. All this can be done by a full-fledged democratic 
State responsible to the people. It may be suggested that safe¬ 
guards should be provided in the constitution so that “absolute 
power does not corrupt absolutely”, the people should have the 
right of criticism and suggestion. 


CHAPTER XXXV 

THE NATIONAL DIVIDEND 

1. Definition. A man works to satisfy his wants. His 
economic welfare rests upon the reward he gets for his work. The 
same is true of a nation. Its economic welfare too depends upon 
what goods and services are available for the consumption of its 
people. Thus national wealth may be considered as the sum-total 
of the possessions of the people in a country—only such posses¬ 
sions as can be appropriated and exchanged. The income that 
flows from this fund of total possessions is known as national 
income or national dividend. There are different opinions regarding 
the various items that should be included in this national income. 
For instance, the service rendered by a mother or a housewife is 
very valuable and yields large satisfaction which can often be 
measured in money, but is excluded from the national income. 
The same service rendered by a housemaid is considered as income. 
Similarly, as Prof. Pigou says, houses and furniture enter into 
national income if put out on rent, but not if they are given as a 
free gift, even though the utility rendered by them is the same. 
There are some economists who believe that the services of public 
servants should be excluded from total national income. There are 
others who hold that income received without any service in return, 
suoh as old-age pensions, charities, interest on war loans, etc., should 
be excluded. 

In this connection Mr. Cclin Clark, one of the greatest British 
ethnological authorities, defines national income as follows :— 

“The national income for any period consists of the money 
value of the goods and services becoming available for consumption 
during that period, reckoned at their current selling value, plus 
additions to capital reckoned at the prices actually paid for the new 
capital goods, minus depreciation and obsolescence of existing capital 
goods, and adding the net accretion of, or deduot'ng the net draw¬ 
ings upon stocks, also reckoned at current prices. Services provided 
at non-profit-making basis by the State and local authorities (e.g., 
defence and elementary education) are included in the total at cost 
price ; but where these services are * sold ’ in the market ( e.g r 
postal services and municipal tramway services) they are included 
on the basis of the charges made. Where taxation is levied upon 
particular commodities and services, such as the customs and exoise 
duties on commodities or the entertainment tax, such taxes are not 
included in the selling value ”. x 

According to Dr. V.K.R.V. Rao, an Indian authority, national 
income may be defined as " the money value of the flow of com¬ 
modities and services, excluding imports, becoming available for 

- .... ■ ■ - ■ - ■ — --——— — — , 

1. Colin Clark—The National I nnome, pp . 1-2, 
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sale (or capable of beiag sold) within the period, the value being 

reckoned at current prices, minus the sum of the following items 
; A ' the money value of any diminution in stocks that may have 
taken place during the period ; (2) the money value of the 

°f 8° oda and services used up in the course of production ; 

. e . mon0 y value of the flow of goods and services used to 

maintain intact existing capital equipment (value being reckoned 

a current prices in all these cases) ; (4) receipts of the State 

rom indirect taxation ; (5) favourable balance of trade including 

in treasure ; (6) net increase in the country’s foreign 

indebtedness or the net decrease in the holdings of balances and 

securities abroad whether by individuals or Government of the 
country”. 1 

2. The Utility of National Income Statistics. The economic 
welfare of any community can best be measured by its income. 
Of course, there are drawbacks. A community may have a 
large number of rich people or old people and may, therefore, 
have to spend disproportionately larger amounts of money on 
medicines and comforts. Or, the peace of a community may, be 
constantly disturbed by dacoities and communal riots and it may 
have to incur large expenses on policing and security measures. 
Thus such a community’s income would not be conducive to 
much economic welfare. In spite of these drawbacks, however, 
we will have to admit that, “other things being equal, economic 
welfare is greater if national income is greater”. 2 

National income figures give us an idea as to the standard 
of living that would be possible for a community. Of course, 
these figures are only an average and throw no light on the 
distribution of income in the country. It is quite possible that 
a few people may be having a major portion of the country’s 
income and larger numbers may be left with only a smaller 
share. 

National income figures are further useful when we want to 
find out whether a country is developing economically. If they 
do not measure accurately the progress made by a country 
they at least show us the trends. As the period of time 
required to measure the income of the people in a country 
is usually rather long, allowances should be made for the changes 
in prices and in the habits of the people. In this connection 
the chain method suggested by Marshall would be useful. Thus 
it would be misleading if we compare the national inoomes of 
two different countries with different standards of living and try 
to make relative estimates of their economic welfare therefrom 
without making proper allowances for the differences. 

India’s poverty is a by-word. She is almost the last in the 
compaas of nations when their material prosperity is compared. 

1. Dr, V. K. R. V. Rao—National Income of British India. 

2. Haborlerr—National Income* Saving and Investment, VoU 2. 

p.p. 140-41. 
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The standards of health are wretohedly low, nutrition insufficient, 
death-rates high, infant and maternity mortality rates abnormally 
excessive while standards of living are dreadfully low. In 
such circumstances, an analysis of national income figures for 
India is a matter of extreme urgency. Given correct data, the 
national Government of the country would be in a position to 
eradicate the defects of an inequitable distribution of income and 
to correct the faults of malnutrition brought about by insufficiency 
of food. They will also help the legislature in discovering the 
true taxable capacity of the people and imposing a burden suited 
to their capacity. 

3. Methods of Calculating the Material Income of a Country : 

Three methods are usually advocated to calculate the income of 
a country. 

• (a) The Income Method . This is based on income-tax statistics. 

The income-tax figures are supplemented by taking the average 
earnings of various groups of labourers engaged in different occupa¬ 
tions. Such a method will be more useful in a country where 
the number of income-tax-payers is large, but it can be of some 
use in India as well, when it is helped out by ad hoc inquiries 
into the inoomes of labourers whose incomes are not liable to pay 
any income-tax, 

(6) The census of production method or the inventory method . It 
takes into consideration the total goods and services oonsumed 
in a year at market prices. This method needs an accurate census 
of production as well as a wage census. In India no complete 
census of production has ever been taken. The Government, how¬ 
ever, publishes its own estimates of the production of principal 
agricultural commodities which means that the income of almost 
every two persons out of three ha9 been taken into calculation. 
Complete statistics of the produce of mines and forests are also 
published. Besides, some figures about milk and milk products are 
available but it is a matter of regret that complete information 
regarding production in all directions is not collected. 

(c) A combination of the income and inventory methods .. The 
two methods have been combined by Dr. Rao with fair success 
in India. He has used the Government estimates of the production 
of agricultural crop9, the tabulated figures of mineral and forest 
produce, the available datfa on milk and milk products and 
income-tax* statistics as well as figures of incomes of junior Govern¬ 
ment servants and of those industrial workers in Bombay, 
Ahmedabad and elsewhere whose wages are published regularly in 
commercial papers. He has supplemented these by carrying out 

ad hoc inquiries in various other directions. 

* 

4. Estimates of National Dividend in India. A number of 
estimates have been made in the past from time to time to 
ascertain the national income of India. The earliest of such estimates 
was made by Dr, Dadabhai Naoroji relating to the years 1867-70. 
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8. No. Name of Author. 


All the various estimates of per capita income in 
before the partition are given in the table below :— 

Year for which 
estimate is made. 

Dada Bhai Nanrojl 1867 to 70 

Lord Cromer & Barbour 1882 

Digby 


British India 
Income in 


1 . 

2 . 

3. 

4. 
6. 
6. 


Lord Curzon 
Digby 

F. G. Atkinson 


»> >> 

7. Wadi a & Joehi 

8. Shah & Khambata 


9. 


99 




99 


10. Findlay Sbiiras. 

11 . 

12 . 

13. 

14 . 


Simon Commission Report 
Dr. Rao 


1898-99 

1900 

1901 
1875 
18«5 
1913-14 
1900 to 1914 

(Prewar) 

War and post 
war years 

1921 

1922 
1929 
1925-29 
1931.32 


99 


Urban 
Average 
for India 


Rs. 


p. 

20 

0 

0 

27 

0 

0 

17 

8 

5 

30 

0 

0 . 

18 

8 

11 

30 

8 

0 

39 

8 

0 

44 

5 

6 

36 

0 

01 

38 

• 

0 

0 l 

107 

0 

0 

116 

0 

0 

116 

0 

0 

76 

0 

0 

—51 

0 

0 

-166 

0 

0 

-65 

0 

0* 


15. 

16. 

17. 


Sir James Grigg 
“Student” in Commerce 

of 18/12/1943 


1937-38 
1938 39 


56 

66 


0 

0 


0* 

0 


142 0 0 


1942-43 

9 9 ^ 

It is obvious that there are big variations in the estimates of 

income arranged above. One of the reasons is that big changes 
have occurred in prices at d ff.rent tl-ees F°r,' n ““ ' ,5, 8 ; 

if an allowance is made for the rise in prices. Besides, it should 
be noted that the area covered by different estimates is not 
always the same. In estimates the whole of British India has 
been^included while in otherB the States have been excluded. 
An other important fact to note ib the difference of treatment by 

that the nationalists usually arrive ^t lower figures as compared 
with official estimates ; the viewpoint of the formeristbat 
British rule has brought no prosperity to India while the latter 
♦ hink differently. It is obvious that the earlier investigations 

insured by political prejudices and were either o^er- 

Istimaies or under estimates In addition, the different esti- 

oaloutotfon - almc i.Iway. dig, rent Nor were tbe ..at.stnt 


lT^AfTadJueUd by OrTltao aco rding the ohanges in level of prides. 
2* Dr. Rao allows a margin of error ofHrb /^• 

3 ! Budget speech, 1938, 
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even when calculated by official authority, wholly correot. Often 
they were patchy and in some cases completely lacking. As 
Prof. A. L Bowley and Mr. D. H. Robertson, who were 
invited to India by the Government to advise them on the 
question of collecting statistics and about a Census of Produc¬ 
tion, pointed out, “Statistics in India are unco ordinated, though 
in some branches careful work is being done, and determined 
efforts made to improve the accuracy and scope of information, 
in others they are unneoessarily diffused, gravely inexact, 
incomplete or misleading ; while in many important fields general 
information is almost completely absent. The situation cries out 
for overhaul under the oontrol of a well-qualified statistician,” 
Agricultural price st itistics are diffused, birth and death rates 
are incomplete, and there is no general information about wages. 
It may be mentioned in the end that the later estimates are 
more scientific and more accurate and Dr. Rao s valuation is 
perhaps more reliable than any other. He has selected the 
year 1931-32 for his estimates, as in 1941 42 no oooupational 
census was oarried out for reasons of economy in war time 
The ‘income* and ‘inventory’ metnods have been judicially mixed 
and supplemented by ad hoc inquiries. Dr. Rao’s method of 
procedure as disoussed below will pay careful study. 

Details of National Income of British India in 1931-32. 


/. * Inventory ’ Estimate} : In Millions Nat 

of Ha. 

1. Agriculture output ... 6,089'2 

Fruits, oondiments, pulses, eto. 

1,746-9 


Margin of 
Error 

(Percentage) 




7,836*1 

Deduct Wastage, Seed, Interest, 


Maintenance and depreciation for 
oattle, repairs to implements, eto. 

2. Livestock inol. milk, meat, hides, 

1,909 

6927 


Bones, wool, etc. 


2,683 

+ 10 

3. Fishing and hunting ... 

120 


±20 

Minerals 

180 


Nil 

Forest produce 

92 

392 

Nil 


II. Income Estimates : 

1. Inoomes assessed to income-tax 2,161 Nil 

2. Inoomes not assessed to tax... 

i of workers in industry 2,100 

ii „ in Government service. 

Railways, posts and telegraphs, eto. 590 

iii Of workers in other transport 283 

iv ,, „ in trade 1,283 

v ,, „ in professions and 

liberal arts ... 416 



INDIAN ECONOMICS 



N. 


vi Of Workers in domestic 


service. 

325 

4,947 

±16 

Ill . Miscellaneous : 




House Property 

774 

• 


Silk 

12 



Pottery 

60 



Honey 

10 



Pensions 

79 



Government Commercial 




undertakings 

89 



Interest on Agricultural debt. 

170 



Indirect TaxeB 

839 



Deduct 

1855 



Revenue from indirect taxes 

+839 



Interest on internal public debt 

-160 



Excess of exports over imports, etc. 

396 




1076 

780 

±Nil 

Rs. 

16,890 

million 

±6 


After arriving at the above figures. Dr. Rao thinks that the 
official estimates of agricultural output are over-estimated by 10 
per cent and that there is an evasion of income-tax amounting to 
5 per cent. Thus the net national dividend figure will % be between 
Re. 16,651 million and Rs. L8,6/7 million, thus giving us.a p°r 
capita income of Rs. 65 with a margin of error of ±6 per cent. 

Dr. Rao then proceeds to calculate the income of a person in 
rural and urban areas and says that corresponding to an income of 
Rs. 65 per capita for the whole of India, the per capita income in 
rural areas is Rs. 51 and urban areas, 165. 

5. In its 1948 annual number, the Eastern Economist has 

made estimate of per capita income in the Indian Dominion. The 
estmates have been made on the basis of Dr. Bao’s estimates for 
1931-32. The per capita inoome for the Indian Dom’nion has been 
judged at Rs. 213 against Rs. 224 for Pakistan. The reason for a 
lower income in India is that the agricultural wealth of Pakistan is 
definitely greater than that of India due to the presenoe of large 
areas of canal irrigated lands in West Pakistan whioh grow immense 
quantities of wheat and ootton and jute-growing . areas in East 
Pakistan whioh makes India dependent for 75 per oent of its 
requirements of jute from Pakistan. 
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Such estimates are not wholly reliable. The need for finding 
out the true national dividend and per capita income in India is, 
however, of such great importance that the Government of India 
have recently appointed an Expert Committee to carry out investi¬ 
gations in the matter and to submit a report on India’s national 
dividend as early as possible. 

6. Conclusion. We can easily conclude from the discussion 
above that the collection of statistics in India is very defective and 
in some directions completely absent and in the Indian States 
things are even worse. Collection of statistics on scientific bases is 
an urgent necessity. The Bowley-Robertson Report published in 
1934 made certain recommendations for the collection of data 
through a permanent department at the Centre with the help of 
qualified economic staff. They suggested that there should be four 
members attached to the Governor-General’s Council. Two of the 
members should be trained economists and the third would be the 
Director of Statistics. A census of production should be carried 
out quinquennially while the main census of population should 
continue to be decennial with a supplementary abbreviated census 
in the middle of the decade. The two census should synchronize as 
far as possible. Besides, each major province should have a whole¬ 
time statistical officer who should review all departmental statistics 
and co-operate in every way with the Central Director of Statistics. 
The authors of the report also suggested the method of calculating 
the national inoome of the country almost on the lines on which Dr. 
Rao later carried out his investigations. 

Secondly, all the various estimates made by officials or non¬ 
officials, Indian or European, with al) the variations, big or small, 
indicate that the Indian people are very poor. They are not only 
poor so far as the per capita income is concerned, but also from the 
point of view of goods consumed. The darkness of the picture be* 
comes more accentuated when we see that India cannot produce 
sufficient food for herself in spite of the fact that she is primarily 
an agricultural country. According to Dr. Radha Kamal Mukerjee, 
India is deficient today in her food supply for 63 million people! 
According to Dr. Aykroyd the deficiency in vitamins is even greater. 
The Food Grain Policy Committee also remark that the standards of 
consumption prevailing in India are very low and the level cannot 
be cut any further. Housing conditions are awful in the industrial 
towns and extremely insanitary in the villages. The death-rate is 
high. The rates of infant and maternity mortality are much higher 
than those in the West. These wretched conditions are entirely the 
result of poor production both in agriculture and industry. 

The conditions of wretchedness in India appear even more 
dreadful when we compare them with conditions in other countries. 
Mr. Colin Clark has put forward a formula for comparing the 
economio welfare of different countries. He has reduced the esti* 
mates of national incomes of a number of countries to the same 
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price level and expressed them in the form of international units 
per head of the working population. He defines the international 
unit (I.U.) as “the amount of goods and serrioes which one dollar 
would purchase in the U.S.A. over the average of period 1925-34.^ 
The following table gives the average real income per head in I.U.’ 
during this period in some countries : — 


8 


Country 

I.U’s 

U.S.A. 

1381 

• 

Great Britain 

1069 

Australia 

980 

France 

684 

China 

100-120 


Country 

I.U’s 

Japan 

363 

Egypt 

300-350 

U.S.S.R. 

320 

South Africa 

276 

British India 

200 


It is possible that Mr. Oolin Clark’s estimates are defective to 
some extent but there oan be no doubt that British India and 
China are at the bottom of the list. The National Government 
of India has a great leeway to oover and oan do so only with the 
entire will of the nation at its back. Gaps can be filled and 
remedies found only if proper surveys are made and aoourate 

statistios collected. 



CHAPTER XXXVI 

UNEMPLOYMENT, FULL EMPLOYMENT AND 

REFUGEE REHABILITATION 

1. Nature of the Problem. To talk of the unemployment 
problem in the conditions created by the war looks a little odd 
During the war, and for some years following the war, there is 
all-prevailing scarcity. The price of everything, including that of 
labour, has gone up. The immense mass of humanity residing in 
India has been almost fully absorbed. The unemployed man is a 
rare phenomenon. 

But these are abnormal conditions and cannot be expected to 
last for ever. Normally in India we find a vast mass of the 
unemployed floating hither and thither in search of jobs. We have 
no system of poor relief and no statistics of the unemployed persons. 
But statistical proof is hardly needed to prove what is so patent to 
everybody. There is, in India, in normal times a large scale un¬ 
employment or under-employment though this fact is concealed by 
the existence of the joint family system which looks after the aged, 
the infirm, the disabled and the unemployed men in the family. 
Besides, the charitable disposition of Indians and their misguided 
religious sentiments help to maintain in India a numerous class* of 
beggars. Their unemployment may not be involuntary, yet they 
cannot be considered as gainfully employed. 

Unemployment problem in India is a tremendous problem in¬ 
volving vast numbers ; it is also a complicated problem on account 
of the peculiar social and religious conditions prevailing in India. 
The march of the uprooted millions following the partition of the 
country has lent the problem of rehabilitation and employment a 
new urgency. 

2. Types of Unemployment. The nature of Indian economy 
is vastly different from that of the European countries. Conse¬ 
quently the nature of unemployment here is not the same as else¬ 
where. In the highly industrialised countries unemployment affects 
the industrial worker mostly. But in India we have three main 
types of unemployment : 

(а) Agricultural unemployment. 

(б) Industrial unemployment. 

(') Unemployment among the educated classes. 

We shall consider these three type 9 of unemployment 
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AGRICULTURAL UNEMPLOYMENT 



3. Causes The history of Indian agriculture is a chronicle 
of intermittent and progressive depression. Just as India has its 
depressed classes, she also has a depressed industry, viz., agriculture. 
Being normally in a depressed state, Indian agriculture is unable to 
sustain the vast majority of the people who seek livelihood from the 
soil. From the evidence tendered before the Punjab Unemploy¬ 
ment Committee (1937-38), we find that although there is no 
permanent unemployment among the agriculturists, there is fairly 
widespread seascnal or casual unemployment, and there is chronic 
under-employment. The following are some of the causes responsible 
for low efficiency of Indian agriculture : — 

(1) Increasing pressure on the soil . The ever-increasing popula¬ 
tion of In3ia is irresistibly drawn towards land in the absence of 
other handy and lucrative avenues of employments. Consequently 
about two-thirds of the Indian population depend on agriculture 
and allied occupations. 

(2) Seasonal nature of agricultural operations and lack of sup* 
plementary industries . There is a state of enforced idleness in the 
rural areas of India for three to four months in a year; The period 
of the involuntary unemployment varies from tract to traot. In the 
well-irrigated tracts, the farmer is busy almost throughout the 
year. In the canal colonies, they are kept engaged in their voca¬ 
tion for nine or ten months in a year. But in barani areas, the 
farmers may have to remain idle for 5 to 7 months in a year. If 
our farmers had combined with agriculture some supplementary 
industries, like dairying, poultry, sericulture, bee-keeping, etc., they 
would have kept themselves profitably employed throughout. But 
that is not the case Our farmers have no double string to their 
bow and they depend exclusively on firming. 

(3) No extension of area under cultivation corresponding to 
increase in the farming population. 

(4) No appreciable improvement in the farming technique. 

(5) Inadequate or untimely rains or floods making agricultural 
operations impossible ; Indian agriculture is said to be a gamble in 
the rains. 

(6) Chronic indebtedness and lack of capital. 

(7) Uneconomic size of holdings. 

(8) Subsistence nature of agricultural economy and its un¬ 
planned nature. 

(9) Inefficient market ? ng. 

The cumulative effect of all these causes is to reduce the 
standard of farming in India to an incredibly low level, so that it 
cannot provide employment to millions of Indians, who, by necessity 
or preference, are wedded to agriculture. 
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4. Consequences of agricultural unemployment. Consideri g 
that a vast majority of Indians depend on agriculture agricultural 

unemployment must mean misery and hardship to “ ll J}°“ 8 h 
India When a great majority of the people are hit hard others 

cannot escape injury. Depression in agriculture must produce 
depression in industry. Government finanoes will suffer wine 
will lead to curtailment of governmental activity aad< 
Agricultural unemployment, therefore, overflows t< o other ie ds cd 
economio activity. Loss of purchasing power by about 90 p.c. living 
in the rural areas oan be nothing short of a national disaster. 


5. Remedies. Reconstruction of Indian agriculture seems to 
be absolutely essential if periodio and seasonal ebbs of unemploy¬ 
ment have to be avoided. Its nature as subsistence farming must 
chance Methods of cultivation must undergo a revolutionary 
change ; agricultural technique must be stepped up. Irrigation 
facilities must be improved so that Indian agriculture does not 
remain at the mercy of rains. The system of marketing must be 
rationalised. We must introduce crop planning. Areas under culti¬ 
vation must be increased by means of lands reclamation schemes. 
Use of chemical manures, better seeds, better system of rotation, 
better sowing and better drainage are some of the other measures 


that can be adopted. 


But the adoption of better methods of farming hinges on one 
important facter, viz., the size of the holding. Unless the size of 
agricultural holdings is reasonably enlarged, there is no hope of 
modernising Indian agriculture. Mechanism oan be effected only 

if there.are large farms. 


Above all, agricultural unemployment oan be effectively reme¬ 
died if there is equalization of population pressure. There are too 
many people on land now. The surplus of the rural population 
must be weaned away from agriculture and must be absorbed in trade 
and industry. The Punjab Unemployment Committee in their 
report (1937*38, para 9) calculated that at least one third of the 
population subsisting on agriculture was for practical purposes 
unemp’oyed. The conditions in other provinces cannot be much 
different. General economic development of the country at a speed 
unknown hitherto is essential to lighten the pressure on the soil and 
to reduce the incidence of agricultural unemployment. 


Fundamental organisational changes are also called for. In the 
absence of organisational changes other remedies may prove to be 
mere palliatives. We should introduce group farming. As 
S. Tarlok Sing puts it in his “Poverty and Social Change 99 ‘without 
group control over the management of land it is not possible to 
create an organisational framework for bringing about a better 
agriculture, for assuring equality and freedom to suppressed groups, 
for integrating the moral and industrial economy; and finall, for 
creating new social values and incentives. 



634 


INDIAN ECONOMICS 


INDUSTRIAL UNEMPLOYMENT 

6. Extent of Industrial Unemployment. Here again we are 
faced with a statistical blackout. We have no reliable figures to 
assess the incidence of industrial unemployment in our country. 

For a long time our industries suffered from shortage of labour 
supply. Suitable labour to man the growing industries of India 
was not forthcoming. Neither the wage nor the living conditions 
in the cities were attractive enough to secure adequate labour 
supply. The Indian worker has been a farmer by preference and 
a miil-hand by necessity. The industrial workers were fugitives 
from the rural areas “to escape from destitution or social disabilities 
or from the panalties of law or from the severe penalties with which 
the village visits offences against its social and moral codes...Few in¬ 
dustrial workers would remain in industry if they could secure food 
and olothing in the village ; they are pushed and not pulled to the 
city.” 1 The industrialists thus experienced great scarcity of labour. 
Labour was migratory and not permanent. The worker would 
always wistfully look baok at the village, and would leave for home 
at the earliest possible opportunity. 

But the era of labour shortage is at an end. The conditions 
in the industrial centres may not have improved but the conditions 
in the rural areas have beoome worsened with the result that the 
labour market i 9 now inundated by the runaways from rural areas. 
There is thus a large number of people seeking employment in 
industries. We cannot exactly say how many but the number is 
bound to be considerable, 

7. Why this Industrial Unemployment ? Our industrial 
system is unable to absorb our growing population and for this 
there are several reasons : (») Our industrial development is im¬ 

mature and inadequate. The expansion of Industrial structure 
in India is not commensurate either with its vast resources or with 

the growth of its population. 

(t») The location of industries is very defective and un¬ 
economic. There is overcrowding in certain oentres which inevitably 
raises the cost of production. If the geographical distribution ot 
industrial units had been rationally planned, industrial structure 
would have been more eoonomioal and its oapaoity to absorb 
workers would have Infinitely increased. 

4Hi) The cost structure is very rigid and does not respond to 
changes in prices of the industrial goods. Consequently oar 
industries are periodically overwhelmed by depression whioh brings 

about unemployment. 

(in) The subsistence economy prevalent in our rural areas 
pecludes the development of an adequate market for our mdu&tria 

products. * __ _ 


1 . 


Report of the Royal Comrnisaion on Labour, pp. 15-17. —-: 
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The net result of the operation of these causes is to make our 
industrial system incapable of sustaining a heavy pressure of our 
increasing numbers, nor can it bring about an even distribution of 
employment pressures in the country. It cannot provide a stable 
labour market. “The Indian industrial system is dangerously 

S oised between the Soylla of a fluid labour market and the Charyb- 
is of a secondary market determined by the dynamics of the 
consumption-propensity of a population caught in the rigid 
framework of a subsistence economy.” 1 

8. The Remedy. The remedy for industrial unemployment 
lies in stepping up industrial effioiency. Our industrial structure 
needs a thorough overhauling. Most of our industries need going 
through a process of rationalisation so that waste of all kinds is 
eliminated and industrial efficiency is raised to the highest possible 
pitch. Over-centralisation of industries will have to be rectified, 
the quality of the raw materials improved, technical training 
imparted to labour, capital resources mobilised, managerial skill 
improved and industrial organisation generally galvanised. 

Apart from removing the shortcomings of the existing industrial 
struoture, it will be necessary to launch far-reaching sohemes of 
industrial development, something like that envisaged in the 
Bombay Plan. Shri Q D. Birla has put forward a five-year 
development scheme whioh is quite commendable. We must really 
do something big in the matter of industrial development. We 
have got the resources. A number of plans are before the country. 
What is now needed is something practical, that is, an effective 
execution of any rational plan. India has not the freedom to shape 
her destiny. We have now to show if we have got the oapacity 
to make a good use of that freedom. 

The faot can hardly be over-emphasised that it is to industry 
alone that we can look forward to absorb the rising surge of the 
unemployed. Agriculture is already overcrowded, and Tso are the 
liberal professions. Development of industry is our solitary hope 
to relieve us from the miseries of unemployment. When our 
industry rises to its full stature, the stature to which it has every 
right to rise, unemployment will vanish. India has better ohances 
of solving this problem of unemployment through the development 
of industries than many advanced countries. Our industrial struc¬ 
ture is yet in a^ state of infancy and there is a great scope for 
further expansion. Industrial system built up carefully as a 

C f an< ^ part of the general economic development 

of the country cannot fail to maintain an amazingly high level of 

employment. Industrial backwardness is the one cause of the 
scourge of unemployment in India. We can remove it. 

UNEMPLOYMENT AMONG THE EDUCATED CLASSES 

9. A Serious Problem. The problem of the eduoated un- 
employed constitutes a very serious and menacing problem. The 

1. Ramaawami, T. N.—Full Employment for India, 1946, p. 116. 



636 INDIAN ECONOMICS 

educated unemployed Is a dangerous person. H ® 

is long continued and the numbers involved are large, as in India 

belonging to this category are not‘dumb, driven cattle. but 
intelligent people,' and will not accept an unenviable position 

1>1D The mlblem is serious in another way. If educated people have 

to remain idle, then the scheme of things responsible for 8U ^ ® 

, . n f affairs deserves strong condemnation. It involves the wa 
of the beS of our human resources It means a great national loss 
that such valuable human capital should stand idle. 

STtc, the t"oJy character ^ education. 

mass produ^ion f g A t education takeB a yoU ng man straight 

adequate demand ex , f . ^ ^ ^ get a clerical or . te.oh.rt joe 

S“»S“wp«S of" reepeoLble living for young men who 
maintain a P high standard during their academic careers. 

Our system of education has elicited sharp comments. One 

° Ur . y * ri hpfnrpi the Puniab Unemployment Committee in 1927 
■witness stated before t J education “was meant to create a 

that Lord Macaulay s system of education w^ Education ha8 

class of translators to serve p y erD reters and nothing more, with 
let these interpreters remain as inter^vetm ia a S U imitation 

the addition that anything reals j? anything conducive to make a 
and ch.fi where throw « no “flXecn. the President of 

human being of an Indian 192 , himaelf admitted 

the Punjab Unemployment d tion i n its very inception was 
tbat J h d Sith^the^pSal object of preparing boys for external 

described the matriculate P^duct^ot ™ beoftU8e he is 

wanderer on t e e been said thftt , the pre sent education turns 
“^"o better, tuff than indifferent . heW A diploma ..regarded 
a 0 a ‘magic pa.eport to ^-men™ ^ ^ 

Mr. Armstrong, one * t *“. • d dtfenoe of the educatipn system 
Punjab, howevei- put in a^spirited defence^ ^ Hq flftid . 

“There can be no.question.that.our ^ employment . 

in the past helped its pupils education ia highly organised and 

provides all possible types, raempl^y any reform of t£e 

19 - k,sd ftom the point of 
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view of economic development and the consequent provision of 
work Merely to alter the educational qualifications of the 
unemployed without decreasing their number is no solution of the 
problem, and to give our youths technical and vocational education 
without ensuring that industry and agriculture can absorb them 
when they finish their training, is merely to have one type of 
unemployment instead of another . 199 

There is a great deal of truth in what Mr. Armstrong says. 
Mere change in the system of education is not enough it must be 
accompanied by sohemes of economic development so that jobs are 
ready when technical hands come out of the vocational institutions 
otherwise we shall have instead of B. A. unemployed, the 
unemployed engineers and other technicians. Such a situation 
has always existed in India. We have always had a number of 
technically trained people among the unemployed. 

With all this we must say that the system of education is 
defective. It is not calculated to equip a person for the struggle of 
life. The medium of instruction, which is a foreign language, means 
a tremendous strain on the i mmature youths and is sure to retard 
mental development. There are no two opinions about the detective 
nature of our educational system. Presidin^a^ the AH-India 
National Educational Conference held at Wardoam October, 1936, 
Mahatma Gandhi obs erved : “The present system of education 
does not meet the requirements of the country in any shape or 
form. English, having been made the mediun of instruction in all 
the higher branches of learning, has created a permanent bar 
between the highly educated few aod the uneducated many. It has 
prevented knowledge from percolating to the masses. The 
excessive importance given to English has oast upon the educated 
class a burden which has maimed them mentally for life and 
made them strangers in their own land.” Again, “absence of 
vacational training has made the educated class almost unfit 
for productive work and harmed them physically.” Now that 
India is free, we can soon expect a drive towards educational 

reconstruction. 

11. Extent of Unemployment Among Educated Classes. 

It is impossible to ascertain the exact number of the unemployed 
persons among educated classes. Various provinces appointed 
committees to examine the problem of the unemployed and these 
committees did estimate the number of such people. But owing 
to varying definitions of the term educated as well as the inherent 
difficulties in making an estimate, most of the figures are mere 
guess work. But the absence of reliable statistics does not indicate 
the absence of unemployment. On the contrary, the fact is well 
known that a large number of educated persons have not been able 
to secure employment. 

The Punjab Unemployment Committee of 1937 estimated the 
number'of educated persons out of employment in the undivided 
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Punjab at 150,000. Thousands of persons passing out of the portals 
of the University swell the ranks of the unemployed from year 
to year. The evil is cumulative. 

/// It is a common experience of all departments that hundreds of 
applicants scramb le for a petty job in an office. From the report 
of the above committee we find that “in a certain district for 25 
posts of Patwaris, there were nearly 700 applicants—90 p c. of them 
being matriculates and not a few being M. A.’s and double graduates.” 
The Chief Secretary to the Punjab Government stated before the 
Committee : “As many as three hundred applications are receivei 
annually for approximately 25 clerical vacancies. The majority of 
these applications is from graduates and undergraduates.” Of the 
878 educated unemployed who submitted a memorial to the 
Committee, 843 had received a purely literary education, 19 were 
law graduates, mechanical andj^cjvil engineers, etc., and 15 were 
professionally trained persons. ' / Aa advertisement inserted in the 
‘ wante d ’colu nns of a n ewspaper is sure''trrbri ng forth - a fabulously 
large number ^oFapplications. There is a sure index oFvery wide- 
I spread unemployment. Malik Arjan Das, who was associated with 
f the Tribune , says : “ I remember that in reply to an advertisement 
I inviting applications for the post of a head constable of police in 
Africa, the number of applications received was so large that the 
advertiser after three or four days totally refused to come and 
receive his dak and I had to send the hundreds of letters not taken 
delivery of by him personally to his house.” There is thus not the 
least doubt that normallv in India thousands of educated persons 
fail to secure a suitable job. 


12. What is the Remedy ? The obvious remedy is the reform 
of the system of education. Educational facilities should be more 
d iversified , so that the education imparted to our youths is not 
literary. Institutions for technical and vocational training should 
be multiplied, so that our young men are enabled to learn a craft 
and to start a cottage industry on a small scale on their own 
account. This would obvia te the need of seeking a job with some 
employer. 


But economic development must proceed pari passu with 
educational reform. It is necessary to create jobs and not merely 
enough to fit people for the jobs. Only economic and industrial 
development of the country can multiply the jobs available for the 
people. The real remedy, therefore, is the fullest exploitation of 
the resources of the country and carrying through a comprehensive 
development plan so that opportunities of employment may be 
multiplied. 

13. Conclusion. There is in India, undoubtedly, widespread 
unemployment among all classes in normal times. A great deal of 
disguised or concealed unemployment or underemployment exists 
in India. There is unemployment among the educated classes, the 
uneducated masses, among the industrial workers and also among 
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the agriculturists. Speoific remedial measures to ameliorate the 
conditions of the unemployed in eaoh category have to be adopted. 

But the cause which lies at the bottom of all types of 
unemployment is the economic backwardness of the country. The 
number of potential workers of all types is very muoh greater than 
the volume of available employment. This is due to the fact that 
the productive resources of the country have not been fully and 
properly exploited. The resources of India lie unutilised or imper¬ 
fectly utilised. This being the case, the only remedy is to accele¬ 
rate economic development and make it c ommensurate both with 
the resources as well as the growing population of the country. 
Growth of population without a corresponding development of the 
country’s resources furnishes a real explanation of the existence of 
unemployment. 

^ T tnempl oyment is not a n ac t of God, as th e Indian masses 
given to f atalistic thinking are prone to imagine. Unemployment.—Ig 
not a natural calamity but the consequences of defective human 
organisation. It arises from the incapacity of the eoonomio system 

to adjust itself to changing conditions, say, inoreaae in population. 

The country with a large incidence of unemployment is caught in a 
vicious oirole : Existence of unemployment means a reduced pur 
chasing power, [t means demand for goods and services is not 
sufficient to put all the resources of the community to use. Reduc¬ 
tion in demand leads to the curtailment of productive aotivity. 
Curtailment of productive aotivity leads to unemployment and un". 
employment in its turn again leads to reduction in demand. If 
consumption and production are properly balanoed, there oannot be 
unemployment. In primitive sooiety where there is no exchange 

or distribution, production and consumption go hand in hand and 

unmployment is unthinkable. Let us therefore plan our economic 

system in suoh a manner that productive oapaoity and consumption 
pr opensity are in equilibrium. 


The Punjab Unemployment Committee of 1937 thus sums un 

the unemployment problem* : “The unbalanced nature of our 
economy is the primary cause of unemployment. General depres¬ 
sion for us means an agrariap crisis. The fall in prices of agrioul- 
tural produce has severely curtailed the purchasing power If the 
peasant. This, in turn, has retarded eoonomio development in many 
spheres It has affected public services, industry, trade and pro- 
fees ions In varying degrees. Most of the income of the Government 
is derived from land. Reduced revenues mean reduction in person- 
“ el °. f 8 f™es and less expenditure on beneficent activities. Ruduo 
tion in the purchasing power of the major portion of consumers 
has acted as a brake on industry and trade. For the same reason 

SnJ rr es . have . g ° ne doWQ - Retrenchment in services 
and staff, reduction in private offices, milb~foot^ries, etc have 

1. Report of the Punjab Unemployment Committee, 1937-38, p. 9. 
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reduced avenues of employment not only for educated persons but 
for artisans, both skilled and unskilled. There is no single cause 
of unemployment. The malady, is the cumulative result of a number 
of causes. But the problem viewed as a whole comes to this : the 
number of potential workers is very much greater than the total 
volume of available employment and the disproportion is increasing 
at an alarming pace. If this process is not checked betim es, it 
will endanger the social and economic structure of society. The 
prospect is one which no Government can afford to view with 
equanimity." 

But, as we said at the outset, such alarming conclusion may 
sound a little old just now. Unemployment may, as the present 
moment of feverish economic activity, seem a far cry. Yet when 
the war fever has cooled down, India may really be faced with eco¬ 
nomic st agnation , unless in the meantime steps have been taken to 
accelerate economic development. Unemployment is a great curse. 
Apart from material waste it involves, it brings about ^ demoralisa¬ 
tion. It has to be avoided, to use the words of B everidge , for ‘not 
the want it may bring but hatred and fear which it breeds.* / 

14- Full Employment. To try to combat unemployment is a 
negative policy. We must do something positive. We must build 
up such an economic system that every able-bodied person is 

guaranteed a job by the State. 

In recent years, a vigorous campaign has been carried on in 
various countries in favour of full employment programme. C.ontn* 
butions by Beveridge, Pigou, Roosevelt and Senator Murray in e 
formulation of such programmes are well known. According o 
Pigou full employment means that all able-bodied people aw em¬ 
ployed, if they desire, to work at the prevailing rate of wages. 
To ensure full employment the State must see that at no time is 
the number of jobs less than the number of the unemployed 


persons. 

Full employment can be maintained in the following ways : — 

(a) The demand for labour should always be kept ahead of 
the supply of labour. 

(b) The demand for labour should be properly directed; 

and . 

(c) Both demand and supply of labour should be so organised 
that changes in the demand for labour synohromse over a not too 
distant period with changes in the supply of it and vice versa. 

There may still be a fractional unemployment during the 


period of adjustment. 

State control will be esaential in the economio aphere to 

provide employment for all. Mobility of labour will ^ ave n duatrv 
?ontrolled through Employment Exchangee ; location of indua y 
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will have to be controlled so that the available supply of labour 
can be properly distributed. Above aH, the total expenditure, both 
public and private, must be kept at suoh a figure that the demand 
for goods and services is so great that it can be met only if the 
entire manpower of the community is employed. 

15. Is Full Employment Programme Feasible in India ? 

India contains one-fifth of the human race within its boundaries. 
To attempt to provide jobs for such a large mass of humanity is 
too stupendous a task. Some would say it is fantastic and only 
those who have taken leave of their senses can advocate a full em¬ 
ployment programme for the sub-Continent of India. 

The idea may look fantastic. But it need not be so. If the 
numbers for which we have to find jobs are vast, so are our re¬ 
sources. We have not yet started making a full use of our resources. 
We have, for example, hardly developed 6 p.c. of our hydro-electric 
resources. There is nothing fixed about resources. The more they 
are used, the more they will increase. Improvement in technique 
plaoes increased resources at the disposal of the community. 

During the war there was practically full employment. Why 
cannot we maintain that state of economic activity ? If something 
can be achieved under the stress of war, there is no reason 
why we cannot retain it during peace. We should now think 
that we have to fight another enemy, the four giants 
“Want, Disease, Ignorance and Squalor.” 1 Only let us keep 
up the fight. The aim of this fight is much more commendable. 
It is the amelioration of the down-trodden mass of humanity. 
Public expenditure. Central and provincial, amounted to Rs. 171 
crores in 19 8 39, but it rose to the giddy height of Rs. 1,198 crores 
in 1945-46. Who could think of suoh a phenomenal increase in our 
public expenditure before the war ? The advocates of sound finance 
would shudder at the very idea. The fact is that finance is a 
-mere camp-follower of economic and political policies. It has now 
been demonstrated that what is physically possible is financially 
possible too. Finance has been definitely subordinated to the 
achievement of an economic goal, viz., full employment, and 
which aim could be more laudable. 

To maintain full employment employing people even on useless 
jobs has been advocated. Sir William Beveridge thinks it is even 
‘better to employ people on digging holes and filling them up again, 
than not to employ them at all, those who are taken into useless 
employment will by what they earn and spend, give useful employ¬ 
ment to others. But there is tremendous amount of work that is 
awaiting to be accomplished in India in almost every sphere of 
our e *0*9 public health, education, housing, transport, irrigation, 
electrification, modernization of agriculture and industry, etc. Each 

1. Beveridge—Full Employment in a Free Society, 1944, p. 31. 
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of these can be developed to such an extent as to provide employ¬ 
ment for the requisite number of men. Even the Bombay Plan 
which visualized the doubling of agricultural production and in¬ 
creasing industrial production fivefold was calculated to absorb 
millions of idle persons. The framers of the Bombay Plan admitted 
that without providing full employment the establishment of a 
decent standard of living would remain a pious hope. 


Even when a full employment programme is in operation, 
there may still be a certain amount of unemployment due to seasonal 
nature of certain industries or fluctuations in demand, or techno¬ 
logical changes, or due to some inherent defects in the programme. 
But these gaps can easily be filled up by properly regulating the 
Government public worts programme. The Government will so 
regulate its own economic activity as to remove the deficiencies ol 

the full employment policy. 

It must be admitted that the operation of the full employ¬ 
ment policy will involve extension and strengthening of economio 
controls. There will be a stringent regimentation of all economio 
activity. The economic svstem will have to acquire a higher degree 
of economic mobility. There shall have to be control over prices, 

regulation of private investment, control over location of industry 
and over labour market, control over foreign trade, control over 
consumption as well as over-production. A properly co-ordinated 
and synchronised programme of public expenditure will have to be 
put through. But is there anything inherently impossible in all 


this ? 

True, there are difficulties, and tome of them formidable indeed. 
Ours isT poor country and we lack administrative experience 
necessary to push through such schemes. We have hardiy taken the 
first steps in social insurance. Social security and in 11 e p J 

groups of workers. Sickness insurance scheme formulated by B. P 
Adarkar involving an expenditure of Bs. crores, covers o y 
lakhs of workers in three major industries, viz., textile, engineering, 
and minerals. There is no provision of old-age pensions . j 

fens K-4? ‘ 

The programme of full employment is certainly feasible in India. 

ifi AsDects of Full Employment Programme for 

i J*-, i ' A full employment programme for India must embrac 

"T^TTf^Tst^dy Eoe in India, 1946, 
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Indian agriculture and industry, cD-ordination and expansion of 
transport, regulation of money market and foreign trade, r 0 °rien a " 
tion of public finance, etc. We shall say a word about eaoh ot these 

aspects. 

The world today has become one economic unit. No country 
can stand apart and isolated. The last Great Depression and the 
Global War have demonstrated the inter-dependence of the 
various countries of the world. The economic solidarity and 
stability of the industrialised countries of Europe is closely inter¬ 
woven with the economic prosperity and stability of the agricul¬ 
tural regions of Asia. As Sir VVilliam Beveridge puts it, “The new 
signpost points clearly to the need for joint action by many nations 
to bring order into the production and marketing of primary 

modi ties/’ . 

International movements of capital will be neoessary ror imple¬ 
mentation of any integrated plan of economic development of an 
economically backward country like India. Capital and capital 
goods will have to come from abroad. It will be necessary for us 
to establish multilateral economic and financial relations with other 
countries. Structure of our foreign trade will be affected which in 
its turn must affect internal economy. 

If India is to realize her economic destiny and occupy its due 
place in the comity of world Powers, she must raise an economic 
structure which will not oily sustain the employment pressure of its 
growing population but also assist other nations in the realisation 
of their full employment aims. “She must integrate the dynamics 
of her future economic evolution with the progress ratios of a world 
which is waking to an urgent utilisation of the global resources, 
natural as well as human. 

Our agricultural system is characterised by subsistence economy. 
This has to change if we are to oreate full employment income struc¬ 
tures and standards of living. This will necessitate heavy inter- 
^ocoupational movements of labour. This movement has to be properly 
^organised, for according to Sir William Beveridge the essential 
feature of full employment policy is “not. mobility of labour, but 
organised mobility.” 

At present our ever-iuoreasing population is intensifying 
the pressure of population on land and is constantly 

threatening even the already poor standard of living in the rural 
areas. Tuere is forced idleness for a number of mouths in the 
year among the agricultural population. Burden of. indebtedness 
is keeping the peasant down. These handicaps must be removed. 
Productivity per acre must be considerably enhanced to equalise 
employment pressures. Agricultural production will have to be 
properly planned, in short, there must be a radical reconstruction, 
of our rural economy and it must be integrated with urban or 
industrial economy to fit in with the implementation of full employ¬ 
ment programme to absorb 'not only the population emerging into 
employable age-groups but also other factors of production. 1 

1. Ibid., p. 51, 1 " 
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The p> esent Indian industrial structure suffers from certain 
technical and economic rigidities and is incompetent to sustain the 
full employment programme. It is not strong enough ‘even to 
stabilise the contemporary rickety labour market in the urban 
areas’. The Industrial system of a full employment pattern will 
have to be a co-ordinated part of the general economio develop¬ 
ment of the country. 

The following programme of industrial reconstruction has 
been put forward 1 : (a) more economic localisation of the indust¬ 
rial structure ; (6) decentralisation and diversification of industrial 
units ; (c) controlled industrial location calculated to stabilise 
labour markets of the country ; (d) co-ordination of industrial evolu¬ 
tion with the general economic evolution in the region ; (e) 
controlled evolution of regional markets for industrial products ; (f) 
management of wages fluctuations to maintain full employment 
standards of living ; (g) controlled regulation of inter-regional 
movement of industrial products ; ( h) controllel evolution of the 
industrial structure with regard to technical progress in the pro¬ 
cesses of manufacture ; (i) regulated reconstruction of the special 
industries of the region ; ( j) regulation of inter-occupational as 
well as inter-regional mobility of labour ; (k) regulation of invest¬ 
ment in regional industry ; and (I) regulation of * consumption ’ 
of industrial products by speculators and monopolists. Nothing 
short of a comprehensive programme of reconstruction of Indian 
industry can support a full employment programme. The aim of 

industrialisation ia not merely to raise the standard of living but 
also to improve the cultural standard of our people. The drive 
and energy of the technical engineer will have to be matched by 

that of the sooial engineer. 


As for our transport system it is haphazard, unplanned and 
inadequate. Suoh a transport system is a great bar to agricultural 
T^rosDeritv industrial progress and the general economic evolution' 
of the country. For the implementation of full employment pro¬ 
gramme a oo-ordinated system of transport is indispensable. The 
transport bottleneck, therefore, will have to be removed, if 
eoonomio regeneration of this sub-Oontiuent has to be brought 


about. 


A programme of general eoonomio stabilisation must evolve a 
A inter-regional movement of goods, an organised mter- 
regulated i te r occupational mobility of labour and regulated 

regl 5 >D ntiou of eooda industrial and agricultural, as well as regulated 

of produoer aod confer good.. Ia .11 thi. transport 

system has to play an important role. 

When the full employment pattern of society has been 

established, the traaaporM^ma,. jg**, 

too. attte the economic structure proridiog M 

1. Ibid. pp. 143-44. 
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employment. From this point of view the following adjustments 
will be necessary in the transport system 1 : (a) The transport 
system will have to be decentralised and regionalised with the 
minimum of contact with the transport system which would have 
to concern itself only with the traffio essential to maintain inter- 
regional and international economic relationships ; (b) the trans¬ 
port system must be elevated to the pedestal of a public utility 
service and outlay on transport should be in the nature of commu 
nal outlay. This principle should cover the road transport too ; 
(c) effective co-ordination among different transport systems like 
railways, automobile and water transport to eliminate any 
competition among them ; ( d) nationalisation of the transport 
systems to reduce any competition either ,in routing or in freight, 
and to maintain an integrated pattern of investment structure to 
implement full employment schemes of stabilisation—regional as 
well as national ; (e) regionalised regulation of traffio—goods as 
well as labour—to maintain the requisite pattern of price forma¬ 
tions in agriculture and industry ; (/) adequate re-adjustments 
of ‘expense ratios’ in transport services to the exigencies of the 
reconstituted volume and velocity of traffic. 

The transport system must be highly flexible so that it can 
effectively cope with abnormal traffic arising out of the implemen¬ 
tation of the full employment programme. For this purpose 
reliance cannot be had on railways alone. A co ordinated and 
elaborate system of road trrnsporb will be essential. The trans¬ 
port system, in short, must form an integral part of the general 
economic stabilisation programme. 

A properly regulated money market is also an essential part of 
the full employment programme. A full employment pattern of 
economic structure must eliminate cyclical fluctuations in trade 
and industry. Frequent occurrences of booms and depressions are 
sure to de-stabilise the new economic system whioh is calculated to 
maintain full employment inoome structure. Stabilisation of the 
price level is very essential. In the new dispensation, therefore, it 
will be necessary to regulate the deposit-creating capacity of the 
banking institutions and to control the forces influencing the 
purchasing power of the community. 


The Indian money market lacks the necessary flexibility. Its 

various constituents are split up into several water-tight compart¬ 
ments so that they do not constitute one organio whole. It has 
been remarked that “the development of banking in India has 

been * atomistic ’ rather than organio V” They are incapable of 
concerted action. 


They are incapable of 


Certain adjustments will be essential in the structure of the 
Indian money market to fit it in the general pattern of full emplov- 
ment economic system. For a big country like India one central 
Bank cannot adequately meet the financial needs of the various 

1. Ibid., p. Ids. r ^ ' ' 
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regions. A certain amount of decentralisation of central banking, 
establishment of small iniepenlent banking units, regulation of 
banking functions in the country and control of the foreign 
exchange operations are some of the necessary adjustments in the 
Indian money market to enable it to sustain the full employment 

pressure. 

Foreign trade of a country cannot remain unaffected if a 

country launches a full employment programme. As Sir William 
Beveridge pats it, ‘International trade has fundamentally diffe¬ 
rent aspects for a country with fall employment ”, Reorientation 
of our foreign trade policy will be essential to make our full 
employment polioy a success. It has been suggested that India 
will have to go through three phases of adjustments so far as her 
foreign trade is concerned 1 : ( a) Bilateralism to secure the maximum 
advantages of international capital movements to finance and 
implement her enormous programmes of economio development; 
(d) “bloc multilateralism ” within the British Commonwealth of 
Nations to strengthen her structure of external economio relations 
and preserve her internal programmes of lull employment from 
being contaminated by world forces of economic evolution ; fc) 
participation in global multilateral trading as an integral unit of an 
‘Imperial Sterling Bloc’ to preserve the stability of her eoonomic 
system from the depredations of the instabilities of other currency 
blocs till the world effectively implements the evolution of an inter¬ 
national ourrenoy devoid of the vested eoonomic ani financial 
interests of the Great Powers which today control the institutions 
of the United Nations Organisation. The foreign trade must be 
complementary rather than competitive. 


17. Role of the State in full Employment. In the early 

’thirties the world witnessed the parados of peverty in the midst 
of plenty, a spectacle of over-production on the one hand and 
starving humanity on the other. These ohaotio conditions were 
oreated by the maladjustment between production and consumption 
and the divergence between the rate of capital creation 
and the pace of investment. Technological progress seemed to 

have outrun the consumption propensity of the people. “The only 

osoape from the sinister spiral of economio ‘ progress ’ where teohni- 
cal progress inoessantly creates enormous divergence between in¬ 
vestment opportunity and capital creation and distorts the com¬ 
position of consumption propensity of the population leading to the 
mad stampede for resources and markets.... ••••lies in a oomprehen- 
eive co-ordination of all economio forces.” What is needed is the 
“ svnthesisation of the dynamics of investment into a co-ordinated 
pattern of economic development to liquidate the ‘paradox of plenty 

and adequately implement the full employment of man-power and 
material resources without jeopardising the main springs of technical 
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Now who can bring about this ‘comprehensive co-ordination o^ 

system of extensive not the L of one 
which"we have 8 witnessed during the war and| ^ 

agrarian reconstruction has to bo effected, whentecHndSSS 

rial development to be brought about, when the transport system 

needs overhauling and when trade, interna emnlovment 

be canalised State regulation becomes inevitable. Full employment 

t executed without radical recoUBtruet,on of the 

entire economy of the country. Economic administration ol 
this order can only be efficiently carried out by the govern- 
ment machinery. A suitable State machinery for creating lull 
employment pattern of economic society will have to be devned 

and perfected. 

It will he necessary to set up self-sufficient economic 
zones. Inter-zonal economic relations of complementary nature 
will have to be fostered. All this would mean enormous struc¬ 
tural changes in our economic system necessitating corresponding 
changes in the administrative machinery of the government. 

To carry out all-comprehensive economic polioy for the Indian 
Sub-Continent a Supreme Economic Council of eoonomio experts 
will have to be created. The Supreme Council will have to be 
olothed with executive powers effectively to coordinate the 
various economic programmes. It should have the powers of 
superintendence, direction and control of the economic system. 
For this purpose it should be free to create suitable subordinate 
instruments of economic policy. To prevent any friction and 
to convert it into a suitable spring of the necessary authority, 
the members of the Dominion Cabinet should have seats on 
it ex-officio. In that case it will be easy to carry out its decisions 
promptly. The Supreme Council is to be a sort of ‘Brain Trust 
In order to make it an embodiment of mature wisdom and 
experience of various aspects of economic life in the country, 
experts, both official and non-official, in banking, transport, 
agriculture, trade and industry must be given due place on 
the council. For each of these branches of economic develop- 
ment separate boards may be associated with Supreme 
Council e. g.. Board of Transport, Board of Industry, Board of 

Price Co-ordination, etc. 

The main functions of the Supreme Eoonomio Council 
should be the co-ordination of inter-regional trade, transport, 
movements of labour, prices, distribution of power resources 
between the regions, eto. For each region or zone there should 
bp set up Zonal or Regional Eoonomio Counoils on the lines 
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of the Supreme Economic Council, having associated with it a 
separate Board for each branch of economic development. The 
present provinces may have to he split up into smaller and 
convenient Economic Zones. These zonal councils will have the 
important function to develop the resources of the Zone, human 
and material, to the limit necessarry to maintain the full 
employment economic structure and to interweave various 
aspects of economic evolution jp the gone as an integrated 
whole, 

In short, the Government will have to undertake the 
responsibility of maintaining an economic system in the country 
which will provide full employment. For this purpose it must 
come forward with its own public works programme so that any 
deficiency of private enterprise is made up. In other words, 
it will be the responsibility of the Government to maintain that 
level of total outlay which ensures jobs for all those who seek 
them. Only the Government can command the resources and 
exercise the requisite authority to translate into practice any 
full employment programme that may be conceived for India. 
A full employment policy in India must aim at ‘preserving a 
progressive balance between economic development and the 
volume of population to maintain a progressive standard of living' 
and must protect ‘the economic system from the impact of 
economic instabilities which may originate abroad’. This i9 not 
an easy task and all the resources of the Government will have 
to be mobilised to accomplish it. A complete transformation of 
Central and provincial budgets may be expected when the 
full employment programme is launched and executed. Thus the 
Government role will be an all-important role in providing and 
maintaining full employment in India. 

REHABILITATION OF THE REFUGEES 

18. The Great Tragedy. Other countries win freedom after 
shedding blood ; we shed blood after getting freedom. A tragic 
drama, unprecedented in the annals of human race, was enacted on 
the Indian soil on the occasion of the birth of Free India. There 
was anarchy in the Punjab. The knifeman, the bomb-thrower, 
the fire raiser and the free-booters were abroad, and carried on their 
nefarious tasks unhampered. Man had gone mad ; the ugliest side 
of human nature manifested itself in all its nakedness. Acts 
of bestiality we committed on an unheard of scale and it could 
well be said that these men were so many beasts in human 
form. This was even doing injustice to the beasts. The beasts 
are infinitely better than such men. Millions of people, who 
had lived for centuries together as neighbours in peace and who had 
no personal enmity one with the other, were suddenly uprooted. 
They were driven out of their homes and hearths and they had to 
leave behind all they had. They considered themselves lucky if 
the family came out intact without some of them being butchered 
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and the womenfolk abducted. They arrived in the country of 
their destination, “in a wretched condition, starving, ill-stripped 
of all they had, nearly all of them mourning the loss ot near 
relatives, a veritable human wreckage, pouring in like a torren 
• and in complete disorder.’’ 

19. The Stupendous Problem. The ‘march of millions in 
these tragic circumstances has created a problem which has neve 
faced any government so far in human history. It is so stupendous 
that even the wisest group of statesmen and the most experienced 
and able administrators may well be baffled. “The problems 
created by the transfer of five million people from Pakistan to 
India”, says Dr. L. C. Jain, “and of a similar number from India 
to Pakistan under violent pressure and in complete defianoe ot 
all economio motives are so stupendous, and their ramifications 

. so bewildering, that no one can fathom the depth of their 
effect. It is like having to resettle and rehabilitate the whole 
%of the present population o Australia suddenly uprooted from 
the soil and deprived of all means of production, in a communally 
torn and economically disrupted country like the India of today. 

The refugee problem is towfold: (l) To find sanctuary for 
the unfortunate and uprooted non-Muslims coming from Pakistan ; 
and (2) to resettle and rehabilitate them in gainful occupations. 
Let us consider these two sides of the problem. 

20. The Relief of the Refugees. The immediate problem was 
to evacuate safely millions of Hindus and Sikhs stranded in Pakistan 
and surrounded by enemies, as it were, on all sides and in an 
imminent danger of being looted, butchered and their women being 
abducted. The Military Evacuation Organization set up by the 
Government of India did a splendid job in this connection and train- 
loads and truck-loads of human packages were unloaded in various 
parts of the Indian Union especially in East Punjab. At the 
same time big foot convoys, sometimes more than one lakh 
strong, trudged along the roads under the scorching heat of 
Indian summer, hungry and thirsty carrying their babies and 

valuables. 

As soon as they crossed the border and heaved a sigh of 
relief, the problem was to provide them food and shelter. A 
number of transit oamp9 and refugee camp9 were opened. The 
infant Government of East Punjab was stunned by the sudden* 
ness with which the refugees came and the immense numbers 
of them. The Government of India came to their rescue. At 
first there was uncertainty, inaotion and helplessness all around. 
But gradually the Government recovered a bit from thi9 sudden 
and heavy blow, and the relief organisation began taking shape. 
Well organised refugee camps were established in all provinces. 
The total number of the West Pakistan refugees in about 100 

1. L. C. Jain—Some Thoughts on the Problems of Rehabilitation of 
Displaced Persons from Pakistan. 
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camps up to June, 1949, in the provinces and Centrally-administered 
areas has been officially estimated at 6*5 lakhs and the number 
in States has been roughly put at 1,10,000. In addition, there are 
about 60,000 refugees from East Pakistan now (Jure, 1949) in 
camps in West Bengal. 

The present writers have the first hand experience of running 
some of these camps. We cannot say that the relief organisation 
was able to do all that could be done or that we were satisfied 
with the management of the campB, far less was the satisfaction 
of the refugees. The bare human needs of the refugees 
are so great that the Government resources in men and money, 
simply cannot satisfy them. In the very nature of things it is 
impossible. If the refugees complained and grumbled, it was only 
to be expected. But on the whole, the refugees showed remarkable 
patience and fortitude. They were prepared to put up with all 
inconveniences. 


The relief administered, considering the circumstances, was ^ 
reasonably satisfactory. Sbme ol the oamps were models of sanita¬ 
tion. They were well laid out in the vast open grounds outside 
the cities. Facilities for education, reoreation and medical aid were 
provided. Rations including flour, dal, ghee, salt, vegetables, 

spices and fruit for the sick and the children and also oil and 

soap were regularly supplied. Quilts, blankets, great coats, 
jerseys, cotton stuffid bundies, and cloth for shirts, pyjamas, 
turbans, salwars and dupattas were also supplied. The Govern¬ 
ment supplies were supplemented by private charitable institutions 
and organisations. The supplies were inadequate at first. Either 
the things were not ready or machinery for distribution was not 
ready or there was the transport bottleneck. But afterfa few 
months the relief machinery was in full swing and the supplies 

of these necessaries poured along. They were distributed on an 

adequate .scale. The success and the efficiency of these camps 
can be judged from the fact that the incidence of death and 
disease was surprisingly low and much lower than the average 
of the settled populations. Few died of cold and starvation. 

That there are complaints of corruption, cannot be denied. 
Corruption has become part and parcel of our life. So long as 
the camps were under the management of the Education Depart 
ment, corruption was reduced to the minimum. If public 
spirited persons, endowed with the missionary zeal, were associated 
with the relief work, perhaps chances of corruption might have 
teen minimised. But we cannot help saying that the scale at 
whioh relief was administered speaks of the large-heartedness of 
the Government. It seems that they are not all counting the 
cost of bringing solaoe to the unfortunate victims of a regrettable 

political decision. 

The Government of India has spent Rs. 29 orores on the 
refugees up to 30th April, 1949, in the matter of evacuation, 
reception, relief and rehabilitation. In the budget for 1949-50, 
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a provision of Rs. 38 orores and 25 lakhs has been made 
for the rehabilitation of the refugees. The Provincial Govern¬ 
ments, too, have spent several crores of rupees in this 

connection. 

It has now been decided to stop doles to the rufugees in 
camps from 31st October, 1949, and the provincial and State 
Governments have been asked to arrange^for a systematic dispersal 
of the refugees. 

21. The Rehabilitation Problem. To feed the refugees, to 
provide them shelter, clothing, etc , is no solution of the problem. 
It will unduly stretch the slender - resources of the Government 
and it will demoralise the refugees They will continue nursing 
the grievances and by narrating their oft-repeated blood-curdling 
tales of woe prevent the wounds from healing. The nation 
will be deprived of the contribution that these hardy, intelligent 
and resourceful people can make to our economic life. ‘It is 
a part of the grim tragedv of refugee problenS that such sturdy 
stalwarts as we often come across in East Punjab refugee 
camps, for the most part skilled and enterprising, should find 
the doors of productive toil barred to them at the very inauguration 
of their country's liberation, and be condemned to an existence 
in camps, while the world clamours for labour and their own 
country's resources lie untapped. They sit in camps workless, 
a drain on the slender resources of their new bom province 
(East Punjab), waiting—for what ? One feels they do not know ; 
they just wait. 1 ' This period of suspense, inaction and mental 
worry must be put an end to as soon as possible. A blitz 
tempo is needed to bring about the final absorption of 
the refugees in our economic life if a further upheaval 
and national disaster is to be avoided. Human misery* is 
indivisible and unless the refugees are quickly rehabilitated, 
they are bound to spread misery all around. “Rehabilitation is 
not merely re-settlement ; it is a fundamental process of readjust¬ 
ment indicating that reasonable means of living have been 
found and the refugee is fitting as an organic unit into a new 
environment. 

Dr. L. C. Jain, who was at one time Economic Adviser to the 
Ministry of Relief and Rehabilitation, prepared a comprehensive 
scheme of resettlement of refugees, if the scheme were faithfully 
carried out, the problem would have been successfully tackled. If re¬ 
habilitation is to be done in a scientific manner, we must consider 
the number of the people needing rehabilitation and their character 
as well as the gaps created by the Muslims evacuating to Pakistan. 
Aooording to a census taken by the Ministry of Rehabilitation, the 
number of refugees from West Pakistan is 50 lakhs and that from 
East Pakistan up to the end of April 1949 has been estimated at 
19'5 lakhs. 

% 

. Eastern Economist, May 21, 1948 p. 930. 
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The number of Muslims who have left for Pakistan is also 
practically the same. But the two types of people are vastly 
different. The non-Muslims migrating to the Indian Union are 
mostly non-cultivating land owners or persons who are engaged in 
trade, industry and professions. The Muslims, m the other hand, 
were artisans, technicians and labourers. The former had a very 
high standard of living in Pakistan, whereas the Muslims of East 
Punjab had a low standard of living. This makes the rehabilitation 
problem for us rather difficult. The exodus of the Mush ms has 
created gap in our economic life which incoming non-Muslim 
cannot fill. The exodus of the Muslims disrupted the economic 
fife of East Punjab and brought industry to a standstill. 
therefore, rehabilitation of the incoming non-Muslims can be taken 
up the damaged economy must be repaired and we must get 
productive machinery going. 

22. Rehabilitation is an All-India Problem. The problem of 

rehabilitation cannot be tackled piecemeal and cannot be tack 
as an isolated.problem concerning the two provinces Bengal and the 

Punjab. It has to be tackled on an all-India basis. It is, there 
fore, well that the refugees have been dispersed in all the P 1 ovinces. 
Roughly 40 lakhs may have to be rehabilitated m East B un J£h. 
All provinces and States have offered to resettle a certain number ^ 

of refugees. 

23. Classification of the Refugees-Rural and.Urban. For 

purposes of rehabilitation the refugees may be classified as r 
and urban. The urban population of the Hindus and Sikhs in 

West Pakistan, who have come over to India, has> been es l 
at 20 lakhs The rural population may be put at 35 lakhs. At 1has 

been estimated that 27 lakhs of rural refugees have 

Punjab consisting of 18 lakh agriculturists, 3 lakh non-agriculturists 

belonging to rural areas and 6 lakh belonging to ancillary g P . 
t.e.,/artisans, etc. 

24 Resources Available for Rehabilitation. For rehabilita- 

Arc 

LI'S “h e e L'l'SlJS. 

°“d Sikhs left behind in West Punjab 67 lakh actes aa ugamst lS 
‘.““to be found in Hissar and Gurgaon d«t»*** a„ 

t-reo^^-fthlheTh vT SMf o£ people have 

left in West Punjab. 

The housing accommodation left behind by the Hindus and 

K&fa *S ? “ • - 

shortage of ^6,000 to 100,000 houses on our side. 



UNEMPLOYMENT AND FULL EMPLOYMENT 


653 


As for employment available, the prospects are very gloomy. . 
The Hindus and Sikhs that have come out from Pakistan were 
engaged in trade, industry, services and professions and these are 
precisely the occupations not available on this side for they are 
, already in the hands of Hindus and Sikhs. The Muslims who have 
gone were mostly artisans and labourers and this is precisely what 
the incoming non-Muslims cannot be. 

25. Rural Rehabilitation. For the rehabilitation of rural 
population consisting of agriculturists, petty shopkeepers, 
money-lenders, artisans and menials, it is necessary that the 
agriculturists should be atonce settled, for others depend upon 
them directly or indireotly. The East Punjab Government pre¬ 
pared a comprehensive scheme of land allotment according to 
which all agriculturist refugees, owners, whether cultivating or 
not, and tenants are eligible ; the allotment is to be on a group 
basis from the current kharif and rabi crops of 19 48 only ; each 
family is to be allotted, within the framework of joint management, 

8 to 15 acres. The group system has been adopted to ensure 
better cultivation and to economise bullocks and implements of 
which there Is a great scarcity due to the soorched earth policy 
adopted by the outgoing Muslims and the pilfering by the local 
non-Muslims. 

* The scheme has not worked well. The non-cultivating owners 

have taken undue advantage of their influence and got the land 
allotted in different plaoes and in different names but did not stick 
to the land. They were tempted by the standing crops and the 
offer of taccavi loans which they got and misnsed but neglected 
cultivation, and rabi crop was not sown. It is a pity that even 
when we had an opportunity of writing on a clean slate vested 
interests could not be eliminated ! An inquiry info the working 
of the scheme in six villages showed that for the rabi crop of 
1947-48 only 66% of the total area abandoned by the Muslims was 
sown and 90% of the sowing was done by non-allottees. It is 
said that 40-50% of the allotment favoured non-cultivating owners 
or those who had no concern with the land. There was ‘Robbery, 
Jobbery and Snobbery.’ 1 

The non-cultivating land-owners should not have been settle! 
on land. They are just a burden and unneo^ssarily add to the 
pressure on the soil. They should be fixed up in other ooouoations 
and they may be compensated otherwise for the loss of land. 
Excluding them only 20 lakh persons (4 lakh families) have to be 
settled on land. As only 34*5 lakh acres of land left by Muslims 
are cultivable out of the total 45 lakh acres, each family can get on 
an average of 8£ acres. 

As the available acreage is not enough, we shall have to develop 
our land resources through reclamation schemes, irrigation projects, 

etc. In India there are 83 5 million acres of wasteland. East 

« . ^ • 

————— _ • 

1. Eastern Economist—May 28, -1948, p. 971. 
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Punjab has 2*5 million acres of which 9 lakh aores can be definitely 
reclaimed. This would considerably add to the area available for 
cultivation. Irrigation works like tanks and tube-wells and major 
projects like Bhakra Dam, Nangal and Damodar Valley projects, 
etc. will not only provide extra food, make even the smaller area 
allotted to a refugee ^ield more but would incidentally provide 
considerable volume of employment. Every effort should, therefore, 
be made to modernise agriculture and add to the productivity of the 
soil by laying out fruit gardens, using chemical manures, better 
seeds and better implements. 

Land claims in East Punjab have be n verified from the records 
received from West Punjab. It has been decided to apply a graded 
cut and proceed with permanent allotment of land which is expeoted 
to be completed in August 1949. 

26. . Urban Rehabilitation. Of 11 lakb non-Muslim evacuees 
from Pakistan, one lakh are estimated to have been engaged in 
large scale industry and ten lakh£ in cottage and small industries, 
trade, services and professions The expansion of small-scale 
industry offers a great soope in view of the need of large-scale 
employment, shortage of consumer’s goods, limited means of the 
refugees and the ease with which small industries can be established. 
Every effort should be made to transplant the cottage industries of # 
West Punjab in East Punjab. There were several well-known small 
industries in Sind, e gr., lungis of Thatta, khes of Nasarpur, woollen 
carpets of Gadro, lacquer and embroidery works of Halla. These 
artisans should be assisted to reassemble in East Punjab and they 
should be put on their legs by granting necessary financial and 

other assistance. 

Among the industries most suitable for expansion and setting 
up may be mentioned hand spinning and weaving, hosiery, dyeing 
and calico printing, carpet making, fruit gardening and fruit 
preservation, dairy farming, poultry, bee-keeping, oil pressing, soap 
making, sports goods, toys, would-work and furniture, surgical 
instruments, bicycle industry, leather tanning, paper making, etc. 
When developed they may well be considered to have the capacity 
of absorbing 3 lakh persons. The refugees may be given a brief 
intensive training and the industries may be started on a co-opera- % 
tive basis. Training centres have already been started for 

the purpose. 

The large and medium scale industries can be developed in 
East Punjab in these directions: one or two spinning mills, a woollen 
mill at Fazilka, a clothing factory to meet requirements of railway, 
police and military departments, food processing factories, motor re¬ 
pairing and coach building industry at Jullundur, Kalka and Ambala, 
ordnance factory in the U. P. Hydraulic engineering at Ambala 
and Jul undur, button making industry, match factory at Pathankot 
or Gurdaspur, turpentine factories, several printing presses, besides 
East Punjab Government Printing Press, saw mill?, timber works, 
tile aud brick factories, pottery works for making sanitary wares. 
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drain pipes, crockery, refractory materials, insulators, etc. But 
such a large soale industrial development is possible only through 
active Government assistance. Industrial Development Board may 
be set up for the purpose and also National Rehabilitation Finance 
Corporation to grant loans. The Provincial Small Industries 
Corporation may be created to stimulate and assist the development 
of small industries. The Government of India has established a 
Rs. 10 crore Rehabilitation Finance Administration. Loans are 
being granted to industrialists. Several industrial towns are being 
developed in East Punjab. 

Rehabilitation of the petty trader is rather difficult. He needs 
two things, business premises aod residential accommodation in a 
city. Both these things are notoriously scarce. The towns are a 
few in number in East Punjab and they are already overcrowded. 
They also need loans which can be easily granted. If they get a 
shop and a house to live in, they will rehabilitate themselves. 
Already they are doing it The improvised stalls at the road-sides 
and footpaths in the bazars of East Punjab, Western U. P. and 
Delhi bear ample testimony to the enterprise and resourcefulness 
of these refugees. The East Punjab Government has. a plan of 
creating 12 satellite townships at a cost of Rs. 2\ orores. The number 
of business men from Pakistan is estimated to be 2,75,000. 

Then there are displaced persons who belonged to liberal 
professions. Their number roughly is 10,000 dootors, 10,000 
teachers, 10,000 lawyers, 10,000 men of letters, arts and science and 
28,000 miscellaneous. Educational facilities in India are not too 
many. The teachers and lawyers can be easily absorbed if education 
is imparted on a proper scale. Dootors can be subsidised and 
enabled to set up practice in rural areas. 

Suggestions for Further Reading 

1 # Report of Agriculture Commission, 1928 (for Agricultural 
Unemployment). 

2. Report of Labour Commission 1932 (for Industrial Unem¬ 
ployment). 

3. Report of the U. P. (Sapru) Unemployment Committee, 
1935. 

4. Reports of the Punjab Unemployment Committees of 
1928 and 1937. 

5. Ramaswamy, T. N.—Full Employment for India. 

6. N. Das—Unemployment and Full Employment in India. 

7. Beveridge—Full Employment in a Free Sooiety. 


CHAPTER XXXVII 

THE ECONOMIC EFFECTS OF PARTITION 


1. Introduction. India was partitioned into two Dominions 
in August 1947. About two years have passed since then. It is, 
therefore, possible to study the economic consequences of partition 
to a certain extent. Absolute accuracy cannot be claimed for the 
figures given, because even in pre-partitioned India most statistics 
were faulty while others were wholly absent. Things are improving 
in the Indian Union in this respect now, but complete statistical 
data are not yet being published. Besides the tearing apart of one 
complete organism into two has had and is still producing such far- 
reaching consequences that it is not possible to study them with 
much accuracy at this early stage. 

Generally speaking partition has had very deletrious effects on 
the economy of India. India is now a deficit country so far as food 
is concerned and had to import no less than Rs. 75 crores worth of 
food grains in 1948-49 and in spite of intensive efforts to produce 
food grains indigenously will have to go on importing them till 
1951 when our long-term river and other projects-take effect and 
make it possible for India to be self-sufficient in food. This is only 
a part of the sorry tale. A much worse feature is that raw ootton 
and jute, which were two very profitable exports of India, have now 
to be imported from Pakistan and elsewhere. Thus India is run¬ 
ning a big deficit in her trade relations with not only Pakistan but 
also with the rest of the world, so much so that there was a minus 
balance of over Rs. 95 crores in 1948-49 in India's foreign trade. 

The dispute between the two Dominions over Kashmir has 
also an economic genesis, even though it has taken a political shape. 
Both the Dominions are spending large sums of money on expand¬ 
ing their armies and establishing ordnance factories and arsenals. 
The ‘police action' in Hyderabad and the war in Kashmir have 
accentuated inflationary conditions in India. These and other 
allied activities are in diredt* contrast to the schemes formulated in 
the united India at the time when the war ended. Instead of being 
able to economise we have had to spend wastefully to defend our 
political and economic interests, which has made it difficult for 
India either to reduce taxation or to balance budgets. The 
partition has thus had very unwholesome effects on Indian ecouomy 
which will be cured only after a lapse of some years. 

Let us now study the effeots of partition on various aspeot9 of 
economic life in detail* 
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1 2. Population. The total population of India according to 

the Census of 1941 was 389 million. Since then there have 
undoubtedly been major changes in the set up of the population 
but all such changes have to be ignored till a/ new census takes 
place in 1951. On the basis of 1941 figures the following table 
indicates the population in the two dominions. 1 

POPULATION 



India (united) 

Provinces 

States 


Population in 
(Lakhs) 


38,90 

29,58 

9,52 


Area in thousands 
of sq, miles 


Density por 
sq. mile. 


15,74 

8.63 

7,11 


247 

341 

130 


Indian Union 
(Provinces! 
States including 
Hyderabad. 


23,00 

8,40 


6,27 

6,00 


366 

168 



11,27 


Vukistan Provinces 
States 


0,6 ' 

50 


2.36 

1,29 




It is clear that Indian Union has 81% of the entire population 
of the country, and only 72% of the area (if Kashmir is ignored). 
The density of population in Eastern Pakistan is very high, 
frying 718 as against 136 in Western Pakistan and nearly 64% 
of the total population of Pakistan lives in East Bengal, Thus 
the pressure of population in Eastern Pakistan is very muoh 
greater than in Western Pakistan. - 

The Pakistan States have a population . of 50 lakhs only with 
a total area of 1,29,000 sq. miles and include very thinly populated 
area like Baluchistan which has a density of 4 persons per sq. mile. 
On the other hand, the States in India cover about 40% of the area 
and 23% of the total population. The number of States in the 
Indian Union ran into o50 (at the time of the partition) but they 
have since been reduced iw o less than 30 groups by the following 

three methods : . 

(a) Merging with the neighbouring provinces like the 

States near Bombay, Orissa, etc, j_ 

1. Since the Kashmir problem is still hanging fire before jrtha U. N., the 
date about Kashmir is giveu separately. ^ 
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(*) 


(c) 


Uniting together to form bigger units, like Saurashtra, 
Himachal Pradesh, Rajasthan, Madhya Bharat, 
Patiala and East Punjab States Union (Pepsu), 

Bigger States like Mysore, Kashmir, Hyderabad, etc. 
being allowed to stand by themselves. 

The accession of Kashmir to the Indian Union has not been 
agreed to by the Pakistan Government and the matter has gone up 
before the U. N. who sent a Good Offices Commission to help in 
the holding of a plebiscite after the raiders have withdrawn and 
refugees rehabilitated to find out whether the people of Kashmir 
would like to aocede to the Indian Union or Pakistan. 

Urban and Rural Population. Aooording to 1941 census, out 
of 39 crores of total population more than 34 crores lived in r 

areas, giving a percentage of 87-2. The relevant figures about the 

Indian Union and Pakistan today are given below :— 

Table. Census figures, 1941. 

.U ral _ 

Population percentage 


India 


Indian Union 


Population 

Urban 

in lakhs 

Population 

Percentage 

38*90 

4*98 

12-8 

9*80 

4*10 

13*8 

7*10 

69 

[8*3 

2-00 

25 

12*5 


33*92 


87-2 


35-70 


86*2 


6*61 




1 76 


87*5 


Pakistan 

Hyderabad 

and 

Kashmir 


aanroir " 

7t is seen that while 86 % people live in rural areas m the 
Indian Union, as many as 92% do 80 m ?ak 18tan - 

remains to be tack led.■ 1 ^ o e n P " f n ^ 0 ’ n . Mu8lim8 into the Indian 

Union has taken place, while^ one crore 

EaSt l P have be^thus affected, about 60 lakhs having come over to 

the Indian Union in P* , f non . Mu8 ]i m9 , n East Pakistan and 

leaves about a orore in Tn( ji ft It has been decided that Tndia 

over three crores.of^Muslims ^J^dia.^h ^ who had 

are ooming ha,k. L Con-eg u^. th. ip ™ 

que that Muslims cm Pakistan Government reciprocated by 

JS^S^SSSSi'••*■*» w tod “ M 

go back* 
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riven above are only tentative and final figures will be knownonly 
at tbs time of the next census when this cross-migration movemen 

is complete. 

3 Agriculture. In 1938-39 India had a total area of M3 
million acres out of which 3,38 million acres were cultivated. The 
Sr canito sown area in the Indian Union is *75 acres, and Pakistan 
!£ ITeT. Western Pakistan is better off in this respect having *85 

aoresiorev y v the Indian Union is under forests, 

ThileTn Pakistan it is only 6%. Western Pakistan, however^ 
> a f dianosal more culturable waste which can be cultivated 
when irrigated. At the present moment most of the important 

. Qrl h , a -jqo/ of its total area under irrigation, while the 

fndSnUiBon h.. only 18% enjoying this beneBt. Tho Mowing 

table gives the necessary facts. 

Table Cultivated & irrigated (In million acres) 


Area. 


Current 

fallow 



Pakistan 


Kashmir 2 ' 3 1 


Total 1 337 1 70 . . . 

-T he figures for the area under food and non-food crops 

given below i 

Food and non-Food Crops Area (In million aores) 


276 


are 



Indian 

Union 


Pakistan Kashmir 


All India 


Food Crops 

'No-Food 

Crops 

Others 

Total 


202-6 

49-9 


37-7 

9*0 


23 

0*2 


10-2 


262-7 


2*3 


49-0 


0*1 







Western Pakistan has a surplus of about 6\25 lakh tons of 
wheat. On the whole she is self-sufficient in the supply of food 
but there is a large deficit of rice in East Beogal (7,65,000 tons in 
1944-45), which cannot be made good by the .small surplus of rice 
in Western Pakistan. Either this quantity will have to be imported 
from abroad or the Bengalees will have to take to wheat from 
West Punjab and Sind. Pakistan grows only 25,009 tons of sugar 
and has thus a large deficit to make good. 

Ihe Indian Union has a very large deficit in food grains 
amounting to 3 to 6 million tom every year. This deficit has to be 
provided for by imports from abroad, fbr which huge sums of money 
have to be found. Solid steps must be taken immediately to relieve 
the deficiency. Chemical manures and irrigation facilities are urgent 
problems. The Government of India is encouraging irrigation 
schemes of the type of T.V.A. (in U.S.A.) in this oountry. India pro¬ 
duces about 12 lakh tons of Bugar per year. 

Non-Food Grope 

( ' * 

Ihe table below gives the yield of cotton in the two Dominions 
in the years 1939-iO and 1945-46 in the bales of 400 lb. each. 

(Thousand of bales) 

Pakistan Indian Union 

1939i.40 15,44 33,65 

1945-46 13,28 21,14 

The yield per acre is greater in Pakistan than in India, because 
Punjab and Sind varieties are canal-irrigated. Besides West Punjab 
and Sind grow long staple cotton. India needs this long-staple 
variety for her own mill-'. Out of a total of one million bales of 
long-staple cotton grown in Pakistan India requires about 8 lakhs 

of bales. 

Undivided Bengal used to produce 85°/ 0 of the 8 million 

bales of jute produced in United Ind : a. Out of this the share of 

East Bengal comes to about 73%. The Indian mills largely use 
Pakistan jute which is of a better quality. The Indian Union is in 
a strong position as regards oilseeds, having no less than 74°/ 0 of the 
• total oilseeds area while 18°/ 0 is in the States and only 8°/ 0 in 
Pakistan. India produces more than 3 million tons of groundnuts, 
while groundnut production in Pakistan is negligible. Pakistan 
- proeuces 1$ lakh tons of tobacco, while India produces almost, 
double the quantity. 

Coffee is wholly grown in the Indian Union, about 16,000 tons 
annually. As regards tea, out of a total of 465 million lbs. per year, 
India produces 405 million lbs. and Pakistan 60 million lbs. 75 p c. 
of Indian tea is exported. 

Pakistan has a large surplus of raw jute and cotton, which are 
largely consumed in the Indian Union. 

Pakistan is better off with regard to 00 We and buffaloes. The 
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production of milk per animal in Sind and Punjab is higher than in 
other parts of India, Pakistan has thus more milk per capita than 
India She has also about 18% of the raw hides. 


4. Minerals. 

The following table gives a clear picture 
sources of India and Pakistan. 

Table. (Minerals in 1944) 


of the mineral re 


fl vimeral Indian U nion) raKistan \ 

Coal (in lakh ton) 248 .3 ® 

Iron (in lakh tons) 21 

Copper (in lakh tone) 3*3 

Manganese (in lakh tons) b 7 

Bauxite (tons) 12135 ••• *** 

Petroleum (million gallons) 66 21 

Mica (cwts) 139000 

Chromite (thousand 

tons) 21 19 ••• 

Gypsum_„ 26 1 58 ... — 


Pakistan 

" 3 


Hyderabad 

9 


• • • 


• • • 


21 


• • • 


• • • 


• • • 


It is seen that except for a small quantity of petroleum and a 

few pits of coal Pakistan does not produce any important mineral. 
There are many other minerals like Barytes, Magnesite, Monezite, 
diamonds, gold and silver, of which Pakistan has nothing. She 
has, however, a good deal of chromite and gypsum. She also has a 
monopoly of rjok sab (Khewra Mines) and antimony (Ohitral). 

The produce of petroleum in India is not enough to satisfy her 
needs. She has to import large quantities of it from Iraq. 


19 

68 


• • • 


• •t 


Both dominions have vast potential resources in hydro- 
electricity. For the time being, India produces most of the eleotrio 
power. Madras, the D. P., Mysore and Bombay have advanoed 
greatly in electrification. The Manii Sohem3at Jogendranagar will 
stop supplying power to West Panjab from 1949 and this will be 
diverted towards East Punjab. The Nangal projeot and Bhakra 
dam will supply lakhs of killowats of current to East Punjab in 
about 5 to 7 years time. 

It may be concluded that at the present moment India is in a 
very much better position as compared to Pakistan in minerals. 
Surveys in the future may show that Pakistan possesses a number 
of minerals, but they will take a long time to be exploited. Pakis¬ 
tan shall, therefore, have to import important minerals like 
iron, manganese ore, copper and mica either from the Indian Union 

or outside. 


5. Industry. No other aspect of the partition of the oountry 
perhaps demonstrates so effectively that the partition was a major 
surgical operation on a living organism as on Indian industry. Accom¬ 
panied as it has been by the mass migration of the population, it has 
brought about a divorce between labour and oapital and out the raw 
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materials as under from the factories. This has specially happened 
in the Punjab, Sind and the N.-W.F.P. where there has been a 
complete evacuation of the minorities. The artisans and skilled 
workers, who were mostly Muslims, have left East Punjab leaving 
behind factories with little suitable labour to work them. The 
Hindu capitalists have pulled themselves out of Western Pakistan 
leaving behind their factories closed, with little managerial skill and 
with no capital to oil the wheels of industry. There the workers 
are without employment and the factories Ihck labour. 

As for the raw materials, the bulk of the cotton mills are in the 
Indian Union whereas the bulk of the cotton is grown in Pakistan. 
Also all the jute mills are located in the Indian Union whereas jute 
is mostly grown in Eastern Pakistan. In the absence of a suitable 
agreement and what is more important without its whole-hearted 
implementation, the raw materials will lose their markets and the 
mills will suffer from the lack of the raw materials. At any rate, 
as the mills and the materials are to be found in two independent 
separate States, there is bound to be some friction and the industry 
cannot escape some damage. 

The following table shows the location of various industries in 
India and Pakistan based on 1942 figures. 1 — 


Industries 

India 

Pakistan 

Cotton Mills 

357 

15 

Jute mills 

111 

• • • 

Sugar mills 

176 

15 

Iron and Steel mills 

36 


Cement factories 

67 

8 

Paper mills 

19 

lift 

Glass factories 

112 

6 


It is clear t iat Pakistan has very few cotton mills, i.e., only 16 
out of a total of 372. In 1943-44, the total number was 410 out of 
which again Pakistan's share was 15. 2 Pakistan share of glass 
factories was less than 5%, of cement factories about 12% and of 
sugar mills about 8%. She has no iron and steel works, no paper 
mills and no jute mills at all. Industrially, therefore, Pakistan is 
very much ill-equipped. But we should not jump to the conclu¬ 
sion that what is Pakistan’s loss is Indian’s gain. If they are 
ill-equipped, it does not follow that we are correspondingly well- 
equipped. As it has already been pointed out industrial structure 
has been weakened, because our raw materials lie in Pakistan and 
quite a substantial percentage of our mill hands and technicians 
have gone over to Pakistan. 

Prof. Vakil has arrived at the following conclusions as regards 
the relative position of India and Pakistan in the matter of 

indutries 8 : — 

1. Eastsrn Economist Pamphlet No 6—Basic Facts Relating to Hindus¬ 
tan and Pakistan, p. 12. 

2. C. N. Vakil—Economic Consequences of the Partition, 194 8, p. 38. 

3. C N. Vakil—Economio Consequenoda of Partition. 1948, p. 30. 
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(1) Pakistan’s relative share in the industrial employment of 
undivided India is less than its share in the population of the 
country as a whole. India’s share o^ the industrial establishments 
Is 86%, and of persons employed in industries more than 90 / 0 are 
to be found in India ; 

(2) that the development of its (Pakistan’s) industries is not 
as diverse as in the case of Indian Union ; 

(3) that it lacks many of the major industries ; and 

(4) that even those industries which it has are of a smaller 
size as compared to that of industries in the Indian Union. 

Let us consider the position regarding some of the major 
industries. On the basis of per capita consumption of 15 yards of 
cloth India is estimated to have an exportable surplus of 1,500 
million yards, whereas Pakistan has a substantial deficit. Pakis¬ 
tan’s cloth production has been put at 425 million yards as against 
6,045 million yards of the Indian Union. But Pakistan s cloth 
requirements are of the order of 925 million yards. 

Pakistan is, however, favourably placed as regards raw cotton# 
India will have to depend on Pakistan and other cotton-growing 
countries especially for long-staple cotton. Of the total consump¬ 
tion of 4*5 million bales of raw cotton during 1943-44, India had to 
depend on imported cotton to the extent of 1 # 6 million bales and 
of this one million bales came from Pakistan territories. 

i 

As for the jute industry nearly three-fourths of raw jute is 
grown in East Bengal (Pakistan). But all the jute mills are in 
West Bengal (Indian Union). The Eastern Pakistan grows jute 
which is far superior to that grown in the Indian Union and it is 
especially suitable for the production of hessian. The Indian jute 
mills depend for jute on Pakistan areas to the extent of 70% of 
their requirements. Pakistan has in India her most profitable 
market for the disposal of its raw jute. 

As regards the cement industry, India contributes 21 lakh tons 
and Pakistan 5-5 lakh tons to the total production. Of the 
two essential materials coal and gunny bags Pakistan is altogether 
devoid and unless Indian Union helps, Pakistan cement factories 
cannot work to their full capacity. 

Sugar is another essential commodity for which Pakistan 
will have to depend on India. Production of sugar in Pakistan 
is not commensurate with her area under sugarcane, the number 
of factories being very small there. 

The iron and steel industry is entirely located in the Indian 
Union. None of the steel works or pig iron works are to be 
found in Pakistan. Pakistan is thus utterly devoid of an important 
basic industry. 

Effects of Partition on Punjab and Bengal Industry . 

The provinces of Bengal and the Punjab have been particularly 
hit hard by the partition. Of these the Punjab has been hit the 
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hardest. It had to tear the brunt. History furnishes no 
example of such uprooting of the millions involving such a 
large loss of property as 'well as that of millions of valuables 
and dear lives. The sufferings of the Punjab is in mental anguish 
and in physical privations are known only to themselves. The 
Sindhis too have passed through the same agonising experience. 
The Bengalis have been wiser. There has been large scale 
migration of peoples there too ; but it has not been accompanied 
by arson, loot and butchery which the Punjabis have witnessed. 

In these circumstances, it can only be expected that the 
industry in the Punjab, Sind andthe N.-W.F P. should lie prostrate. 
Even though almost a year has pissed, the factories still lie 
sealed and the factory hands are still without jobs. Factories 
in many places have been consigned to fire and machines damaged. 
Such regrettable acts of vandalism took place on a very large 
scale. The industrial structure built with foresight and care has 
been demolished with a devilish glee. Only mad men could 
act in this manner. Little did these misguided masses realise 
that they were harming only themselves. 

The Punjab was already not a highly industrialised province. 
It had vast industrial potentialities but they had got to be 
exploited. The partition had split up this infant industrial struc¬ 
ture. The following is the distribution of industries in the two 

Punjabs 1 :— 

Industries 


Muslim 

Punjab 

6 

25 

6 

6 

3 

2 

9 

1 

12 

2 


Non-Muslim 
Punjab 

10 


Cotton spinning and weaving 
Heavy Engineering 
Chemicals 

Ordnance factories and workshops 
Matoh factories 
Sugar mills 

Oil mills 
Woollen mills 
Flour mills 
Tanneries 

Printing Presses and Book binding- 
Establishments 
Paper mills 

West Punjab (Pakistan) has got the advantage of getting 
Lahore on its side. This tilted the balance of some industries m 
their favour. They have more of heavy engineering industries, 
ohemicals, ordnance workshops, oil mills, flour mills and 
nresses and book-binding establishments. But h-ast- Punjab 
(Hindustan) has the advantage in cotton spinning and weaving, 

sugar and woollen mills. 


• • • 


• • • 


35 


14 

3 

1 

0 

3 

2 

9 

1 

8 

1 


l eastern Economist Ptmphlet No. 0. Bu.de facts relating to India 
utid Pukistuu. - . * - “ " ~ 
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So far as Bengal is concerned the distribution is as under : 
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Muslim 

Bengal 

Leather shoes and tanneries ... _ 

Dookyard, ship-building and engineering 1 
Bricks and tiles- 

Ordnance factories *** _ 

Engineering workshops 

Oil mills H 

Chemical factiories 7 - "* ^ 

Cotton epinning and weaving mills ... — 

Sagar mills ... 12 

Woollen mills ... 1 

Jute mills ... — 


12 

1 


Non-Muslim 

Bengal 

9 

3 

1 

3 

203 

28 

25 


99 


The non-Muslim Bengal has an advantage of Calcutta, a big 
industrial centre. The Muslim Bengal is industrially very backward. 
It has no tanneries, jute mills, ordnanoe factories and chemical 
factories. Its only advantage is in sugar mills, whereas the West 
Bengal (Hindustan) has an advantage all along the line. 


4 

6. Trade between India and Pakistan. We have seen that 
Pakistan is much more of an agricultural country than India. 
Before the partition, the needs of one part of the country were 
met by movements of goods from others. India’s internal trade 
was vast, being approximately as much as 15 times the external 
trade. This is mere guess*work as there is a complete 4 black¬ 
out’ . so far as internal trade figures are concerned. 

It is further seen that the complexion of India’s foreign trade 
during the war years has much changed. From being a deficit 
country she has emerged as a creditor country and does not need 
such a heavy favourable balance of trade as she did in pre-war 
times. But due to (i) a deficit in food grains, (it) an urgent need 
for capital goods and (m) unsatisfied hunger for consumer goods, 
India’s trade has not yet assumed a normal shape. The selection 
of a normal year, therefore, to get a correct perspective of the 
trade relations of India with foreign countries including Pakistan 
is not an easy task So far no official statistics of trade between 
the two dominions have been published. To split up the trade 
figures of United India into two parts, thus presents great difficulties. 


In addition the political relations between the two dominions 
have not yet settled down. Ihere is a great deal of tension and, 
although it is neither politic nor desirable , a rupture may come any 
time over an important issue like Kashmir: or a comparatively 
unimportant one like the supply of water to some canals. Tariffs 
are still in the making, and discussions and conferences going on 
while decisions arrived at are not implemented. Consequently, the 
estimates made here of the trade possibilities between Pakistan and 
India are still tentative and should be treated as such. 
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We have seen that Pakistan stands in need of manufaotured 
goods especially cotton manufactures, sugar and steel, leather a 

Malhotra in the Eastern Ecommist makes a rough estimate ofJhe 
trade on private account between India and Pakutanas below . 

Balance of Total ^ crores of 

naw cott/oD, jut >0 ano *4*96 

food grains 

(b) Coal, iron, cotton textiles, +90 —90 

sugar, jute manufact¬ 
ures, etc. _ ____ 

-5 +5 

On the other hand, Prof. C. N. Vakil estimated that on the 
basis of figures for the year 1948-47 India will have an overal 
deficit of Rs. 47 crores in her trade with Pakistan. It is estimate* 
that India will import about 4 million bales of raw jute, half< 
million tons of food grains, and about half a million bales of Ion 
staple cotton. In the reverse direction India will export about 
million tons of ooal, 600 million yards of cotton cloth, and 
million maunds of sugar. In addition Pakistan will need from Indi 
miscellaneous manufaotured goods in which she is deficient. 

It may be stressed that these exports and imports are possit 
only if goods are allowed to be exported and imported freely ai 
there are no impassable customs barriers put up between the ti 
dominions. The needs of two dominions are complementary and 
common customs union can be helpful to both, yet it is seen tl 
Pakistan is trying to develop an economic pohoy whioh will me 
her wholly independent of India. Duties are being imposed a 
aland customs barrier established.* India has had to retaliate 
self-defence. Such policies are unfortunate. They not only rest) 
the free pnrohase and disposal of necessary goods but also creat 

hostile atmosphere. 

United India had an adverse balance of trade from the 
miarter of 1946 So has had the Indian Dominion sinoe her es 

fishment!' Her ba?a°nce of trade with Pakistan too^ nn avoun 

grains andcap ital goLds from abroad. Her sterling assets are 

T. [a] Duties levied by i’akiet.m in * eD.T948 

1. Raw Jute-Rs 60/ per pucoa bale. 

2. Raw cotton-Rs. 60/- per bale of 400■ lbs- 

3. 10% ad valorem duty on raw bides and skm . 

4 10% ad valorem duty on cotton seeds. 

<}> » y dSy‘“ 3.7h™ d Uton (not 

2. Rs 80/ per ton on oilseeds. 

3 Rs 200/- per ton on vegetable oils. 

4 Rs 20/-per ton on manganese. I 


I 
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being released acoording to her needs. Therefore, in order to 
serve foreign exchange for the purchase of essential goods, tne 
Government of India has had to impose a strict austerity r 
on the people by putting restraints on the imports of consumer 
goods from abroad. It is suggested that India’s trade with 

foreign trade and should be similarly controlled by * competent 
Central Organization meant for regulating her foreign 
table below gives an estimate of trade figures referre 
the basis of prices as on 11-12-1947. 

table 

Estimated Imports of Pakistan from India_ 


Commodity 


Sugar 
Cement 
Cotton textile 
Coal 

Steel, leather, 
jute goods, 
metals, and 
mix manu¬ 
factured goods 


Quantity 


1*75 lakh tons 
1 lakh ton. 

500 million yds 
3 million tons 


Price 


-/8/- per lb. 

Rs. 65/- per ton 
12 as. per yd 
Rs. 16/13 per 
ton 


Total Value in 
crores of Rs. 


194 

•65 

37-5 

5 

12 


Total 



Rs. 74’55 orores 


Estimated Exports of Pakistan to India 


Commodity 



ton 


Quantity 


a million bales 
•5 million tons 
8 „ bales 


Price 


Rs. 170 yer bale 
Rs. 13/1/- per md. 
Rs. 236 per bale 


Total 



Total Value in 
crores of Rs. 


85 0 
17-7 
188 


Rs. 121.5 
orores. 


Balanoe=minus Rs. 47 orores. 

The trends of trade conditions between India and Pakistan 
show us' that Pakistan will try its level best to export jute to 
foreign countries independently of India and she would rather 
dispose o her surplus cotton to foreign countries than to India in 
order to arn foreign currencies. Besides, Pakistan is anxious to 
purchase machinery and equipment from Amerioa and elsewhere 
to utilize her cotton and jute within her own boundaries. Pakistan 
is oarrying on negotiations with Japan, Australia and Argentine for 
the above purpose. These conditions dearly show us that India 
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will have to grow her own jute as far as possible and to buy cotton 
fro m Egypt and East Africa. Therefore long-term arrangements 
should be made in India to grow our own jute and cotton as far as 

possible. 

Figures for trade between India and Pakistan across the land 
frontier are not included in the statistics of Indian foreign trade. 
Most of the jute from East Pakistan, and cotton, salt and other 
things from West Pakistan do not come in by sea but by rail or 
road. Hence imports ftom Pakistan in 1948-49 are shown as Rs. 22 
crores only against Rs. 44 orores of exports from India to Pakistan. 
In reality there is a big deficit in Indian trade with Pakistan when 
both sea-borne and over-land exports and imports are taken into 

account. 

7. Transport. We shall now discuss the effects of partition 
upon the ra.lway services of India. 

Out of the nine railway systems seven wholly fall in the 
Indian Dominion, while the other two, the North Western Railway 
and the Assam Bei gal Railway have been split up according as they 
are situated in either of the two dominions. The division between 
the two dominions according to milage is as below 


Railway Milage. 


Indian Union 

TTTNTVvTRailway . 
(called East Punjab) 
Commercial lines. 

2 Assam Railway. 
Broad Gauge 
Metre Gauge 


3. E. 

1. 

R, 

B. B. & C I 

B. 

N. 

R. 

G. 

1. 

P. 

M. 

8. 

1U • 

O. 

T. 

R. 

S. 

I. 

R. 


Bezwada and I 

Dbore Kurr o-1 J 

Total 


Miles 


1,610 


:s76 

1,399 


21,180 


24565 


Pakistan 

1. R. W. K. ~ 

Commercial lines 
Strategic lines 

2. Assam Railway. 
Broad Gauge 
Metre Gauge 

3 Jodhpur. 

Hyderabad 
t Railway. 


Miles 


Rs. 7,02 orores 


Total Capita* 
at charge 

(1948-49) _ 

The table shows that while the 


otal Capital 
at charge 
(1947) _ 

Indian Union 


3,110 

U817 

503 

999 

319 


6,748 



Xs. 1,36 . 
orores. 


owns about 
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77°/ of the total route milage of India the total capital at charge 
in her case is about 84°/ 0 . As a result of the partition, however, 
India has been relieved of the burden of the strategic sections of 
the N. W. R., which resulted in a total loss of Rs. 42 crores to the 
railways between the year 1924-25 and 1945 46. There is thus a 

relief of about Rs. 2 crores a year. 

Due to the recommendations of tbe Pay Commission, which 

India has accepted and Pakistan ha9 not, the wage bill of workers 
on the railways in India will rise. Prices of stores and fuel are 
also rising. There oan, therefore, be but little hope of a fall in the 

costs in India. 

The Indian railways suffered much from the civil disturbances 
in the country. The movement of refugees from and to Pakistan 
brought about a great deal of dislocation in the finances and 
general administration of railways. It may be mentioned that 
“during the period of tjvo months and a half the railways were 
called upon to move as many as 3 million refugees which represents 
the capacity of a thousand passenger trains. That was a terrible 
strain on the railways 0 . 1 

Another difficulty that resulted from the partition was the 
transfer and exchange of staff between India and Pakistan. Thi9 
led to a great deal of disorganisation and shortage of essential 
workers in particular categories. “The East Indian Railway 
suffered most of all, in regard to their engine crews, which created 
a first class national crisis in respect of coal movement/’ 2 

Railway Finances . During the year 1946-47, the railway 
systems now wholly in the Indian Union like the E I.R., G.I.P., 
eto., earned a' profit of Rs. 10*20 crores, while the railways, which 
had been split up like the N.W.R. and Assam Bengal Railway earned 
a small profit of R 9 . 71 lakhs only. The Indian railway budget for 
1948-49 anticipates a surplus ; while the Pakistan Government have 
thought it wiser to amalgamate the railway budget with the general 
budget for obvious reasons. It may thus be safely concluded 
that the Indian Union Railways will probably earn profits in sp te 
of having accepted a wage bill at higher rates while Pakistan 
railways will probably fail to show a surplus in spite of having 
refuged to 'accept the Pay Commission’s recommendations. We 
fitd that in the year 1948-49 the Indian railways 1 intend to spend 
Rs. 5,82 lakhs on amenities for the staff, R*. 2,83 lakhs on 
amenities for the public, while large sums of money amounting 
to more than Rs. 53 crores 3 are intended to 'be spent out of 
the Depreciation, Reserve and Betterment Funds for 
providing rolling-stock and equipment. It has also been pro¬ 
posed to establish a direct link between Assam and India at a 
total cost of Rs. 2*5 crores. Besides the Darjeeling Himalayan 

1. John Matthai—budget speech of 1948-49. 

2. Ibid. . 

3. Ks. 25 crores from Capital, Rs. 5 crores from Battermsnt and Rs. 
23,43 lakhs from Depreciation Funds. 
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Railway is proposed to be purchased during the year 1948-49 at a 
total cost of about Rs. 61 lakhs. Mr. John Matthai sounded a note 
of subdued optimism as regards the future working of Indian 
railways saying that “probably we have reached a stage where the 
steady process of deterioration which began with the partition 
and the consequences that flowed with partition have now been 
definitely checked. I can say with a certain degree of assurance 
that we have turned the corner.” It is seen that ticketless travel¬ 
ling is being checked and lawlessness controlled. There is a 
decrease in the average figures of turn-round of wagons on our 
congested railways. Similarly, there is a fall in the number of 
wagons returned unloaded from the collieries. There is improve¬ 
ment in the man-day’s work in the workshops of most of the rail¬ 
ways. In the marshalling yards where heavy traffics occur as at 
Kanpur, Asansol, etc., there is a reduction in the period of retention 
of locomotives and wagons. Although about a third of our railway 
engines are over-age, yet there is an improvement in this direction 
too with a greater availability of spare part3 from the U.K., and the 
manufacture of some of them in our Ordnance Factories. More 
locomotives and wagons are being imported as soon as available. It 
may be mentioned that the first road steamroller built in India, 
“The City of Delhi” has been put on the road and the time is not 
far off when India-made locomotives will give us service. 

Railway budgets for undivided India in 1939-40 and the Indian 
Dominion in 1948-49 are given below to show the great rise in 
income as well as expenditure. During the war years huge sur¬ 
pluses were earned only to be credited to the general revenues of the 
Government of India. These surpluses have dwindled down to small 
proportions today while lines and equipment have been greatly worn 
out and need renovation as quickly as possible. The Pakistan 
Government did not budget separately for their railways for 1947-4S 
and 1948-49. They presented a combined budget to the legislature. 
Hence figures for Pakistan railways are not very useful. 


Undivided 
Indi a. 



Gross Revenues, 
otal Working 
Expenses 
Net Miso. Re¬ 
venue 

Net Revenue 
Interest Charges 
Surplus Profit or 
loss 


33*44 

29*11 


Indian 

Dominion. 


Pakistan 



1947-48 


20 10 
2215 



36*89 

37-15 


• • • 




• •• 


• • • 
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(Pakistan figures inolude Posts and Telegraphs. Net Revenue 
and expenditure and rest of the figures are not available ) 

Shipping. Undivided India had only 1,50,000 tons of ** P' 
ping barely24 per cent of the total world tonnage. Out ol this 
Pakistan secured no more than 40,000 tons of shipp ng. 

Roads. Out of a total of 3,16,000 road milag®, Indm has 
2,65,000 and Pakistan 50,000. This milage includes all sor 

roads, metalled and unmetalled. 

8 Currency and Exchange. The currency system is one indi¬ 
visible thkfg It is easy to divide territory ; it is easy to divide 
assets and property. But it is impossible at once to split the 
currency system A new and autonomous currency system cannot 
be created overnight. It was therefore essential to 

Currency System function in the new Dominion of Pakistan long 
after the creation of this sovereign State. To facilitate this Pa 
Monetary System and Reserve Bank Order 1947 was issued. It 

contains the folloTHng main provisions : 

(t) Indian notes will continue to be legal tender in Pakistan till 
30th September, 1948. 

(») On 30th September 19»8 Reserve Bank of India will retire 
as a note-issuing authority for Pakistan which will then 
have unfettered authority to make its own currenoy 

arrangements. 

(it*) After 1st April, 1948, Reserve Bank may issue ‘Pakista 

notes/ 

(iv) Assets of the equal value of Pakistan notes will be tran 
ferred by the Issue Department of the Reserve Bank 
India to the Government of Pakistan soon after 30 

September, 1948. 

(«) Pakistan will have to aooept Indian noteB from the Reser 
Bank of India in certain oircumstanoes until 1st of Oct; 
ber 1949 but they will be replaced by Pakistan notes 
and when acquired. 

(pi) For one year after the issue of Pakistan coins the Ind 
rupee and the subsidiary coins will remain legal ten 

in Pakistan. 

The net result of these provisions is that Pakistan will ass 
full authDrity over currenoy affairs on 1st of October 1948 i.e., 
year and six weeks after its creation as an independent sover 

State. 

What about the rate of exohange ? 

Pakistan will have the authority to deolare the par value o 
currenoy on the 1st of October, 1948. The financial agreement be* 
India and Pakistan oonoluded on 12th Deoember, 1947, 
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Pakistan in a fairly strong position and will give her ample time 
to deoide her exchange policy. Sufficient cash has been plaoed at 
her disposal and immediate support of Pakistan securities will not 
be needed to create the note-issue. Agricultural commodities grown 
in Pakistan, viz , wheat, cotton and jute, are in very great demand 
and Pakistan may bo expeoted to have a substantially favourable 
balance of trade. Thus there will not be any need for her to • * 
devalue her currency. Rather they may over-value their currency 
in order to stimulate imports. But we should not forget that the 
goods they may desire may not be available in a short period on 
acoount of universal shortage of such goods. On the whole it 
seems that Pakistan currency will maintain parity with our rupee 
in fact though not in law. It will be essential to maintain parity 
between the internal price levels of the two Dominions. The 
Pakistan budget of Rs. 80 crores shows an inflationary tendency. 
Austerity measures will be necessary to control the price level in 
Pakistan. Will Pakistan play the game ? 

9. Banking. The number of banks and their branches in the 
two dominions just after partition is clear from the following 
table : — 



Pakistan has about ‘20% of the total population and she had 
the right proportion of Bank offices at the time of the partition as 
is clear from the above table but since then many banks have 
migrated to India from Pakistan and have closed many of their 
branch offices in that dominion. 


Since the partition banking business in India has increased con¬ 
siderably, while in Pakistan it has decreased proportionately. The 
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follow fog table mates it clear : 

V I-' • . 

v r Demand and time 

n - 1 liabilities 


In orores of Bs 

Advances and bills 
discounted.. 


22 Aug 
1947 


9 April 
1948 


22 Aug. 
1947 


9 April 
1948 




t 

India 

929 

Pakistan ... 

104 

Total .. 

1033 

Percentage of 


Pakistan to 


Total 

10 % 


1094 

102 

1196 


374 

45 

419 


498 

39 

537 


8 % 


9% 



7% 


The Clearing House returns for the centre^ of the 

stan also show a similar trend. nicture 

PMi ^at^of“ b ^tio^of g ' V Scheduled Bonk, to Mi* 
Pakistan. (In orores of Rfl.)_ _ ____ • — 


Demand 

Liabilities 


Time 

liabilities 


Cash 


Bills 

Discounted 




d 


d 

§ 

c8 

<s 

3 

1 

CD 

CL, 


Cu 


82 Aug 1947 626 66 314 39 

7 May 1948 683 85 3141 18 _ 

As a result of the partition there were Vsfad. 

Punjab. Non-Muslims had to le India. They transferred 

w. Punjab and N.W.F.P and migrate to India. y ^ 

their accounts and deposit resources pj b National Bank 

selves. Some important banks Unite £ office9 in We9t 

migrated, others were compe indigenous banker also oleared 

Punjab and elsewhere. The mnd u t 2[ g to prevent the flight of 

method, «« ^ otht 

"»ttoS. P *W, the position of book, to 

India has improved. discounted declined in Pakistan 

Bank advances and bills discounted wu. denosits 

^'down from b Ss "q 5 orores ^toRs. !8 "orores in Pakistan due to 

‘ he ttSSSXSSZ*** banking to Knot Pnnjnb. 


36 

37 


* 69 
438 


44 

33 


16 

17 


132 
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The refugees tried to withdraw their deposits from banka whioh 
had their head offices at Lahore. The Government of India, 
therefore, tried to stem a run on the banks by declaring a morato¬ 
rium for three months in the first instance, extended later for 
some hanks like the New Bark of India Ltd , and amended the- 

Reserve Bank of India Act in September 1947 to confer powers on 
the Bank to make loans or advances against such forms ot security 
(not specified before) as the Bank may consider sufficient for the 
purpose. This was done to'assist refugee Jmnks and to, avoid un¬ 
necessary distress to refuged depositors. These measurejs saved the 
Indian Banking System from serious harm. 

The West Punjab Government finding that the non-Muslim 
businessmen who were financing the wheat and cotton trade in the 
province had left and most of the banks had closed their doors, 
was compelled to float a Finance Corporation with a paid-up capital 

of Rs. 1 crore. 

With effect from 1st July, 1948, Pakistan floated Its own 

Central Bank, called the State Bank of Pakistan, to manage its 
paper currency, public debt and exchanges. Tt has a fully paid-up 
capital of Rs. 3 crores, divided into 100-rupee shares. The 
Central Government subscribed 51 °/ 0 of the share capital, so as to 
retain the majority control in their own hands. A cumulative 

dividend of 4°/ n is permitted. The rest of the profits earned will 

be ciedited to the Reserve Fund till it reaches Rs. 3 orores and 
will then be paid to the Government. The structure of the bank w 
mainly based upon that of the Reserve Bank of India. 

10. Public Finance. India has been split up into two inde- 
pendent sovereign States and each mus^ have its own sources of 

web balances and the liabilities. Each Dominion will[ get the 
inoome arising out of the various souroes of revenue within i*8 own 
boundaries sso.pt in the case of a tar on a oommodity l ke 

2£ ■ 23 £S f ppSEisjfc 

° Q P P prof C N Vakil has worked out the division of the Central 
revenues relating to 1944-15 figure as un der. 


1 . 


C. N. Yi.kil Ect nonvc Consequences of ths Partition, 19\8, p, 76-77, 
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1 . 

2 . 

3. 


4. 

5. 

6 . 

7. 

8 , 

9. 

10 . 

11 . 

12 . 

13. 

14. 


Major Heads of Revenue 



Total 


Customs. 

Central Excise Duties. 

Corporation tax and taxes on 
income other than corporation 

tax ; 

(A) Ordinary Collections. 

(B) Surcharge. 

Business Profits Tax. 

Civil Administration. 

Currency and Mint. 

Civil Works. 

Inter esc. 

Opium. 

Receipts from States. 

Reoeipts in connection with war. 

Net reoeipts from Posts and Tele* 
graphs. 

Net receipts from railways. 

Direct share of income-tax distribu- 
ted to Provinces. 

■ Total 


29,32 8,97 

32,87 5,27 


52,95 
32,73 
11,00 
1,91 
9,60 
59 
1,37 
1,04 
46 
14,32 

7,89 

24,64 


4,43 

2,84 

1,00 

61 

2,86 

18 

41 


• • • 


14 

4,28 

2.36 

7.36 


20,25 1 


240,44 35,29 


The following table shows the Provincial Revenue : — 
(Pakistan Provinces) (Laktsof Rupees) 

' *TT A 1 A QR 


West Punjab 

Sind 

« N. W. F. P. 

East Bengal 
Sylhet 

British Baluohistan 
Provinces of the Indian Un 
. East Punjab 

U. P. 

Bihar 
' Orissa 

Assam (Sylhet) 

C. P. aud Berar 

Bombay 

Madras 


* • 






• • • 








•t* 


• • • 


• • • 




• • • 


• t 


• • • 


• • • 


• • • 


14,95 

8,80 

1,84 

18.84 

1,00 

20 

8,06 

27,47 

12,75 

3,18 

4,92 

9,62 

33,67 

41,24 

14,78 


38,29 

38,14 


57.38 

35.38 

12,00 

2,48 

12,46 

77 



10,00 

32 

26,56 


235,03 


West Bengal ... ••• 14,78 

As for the public expenditure, the partition has resulted in 
a phenomenal increase. The circumstances leading to the estab- 

1. Ibid.—Table p. 77. 
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lishment of Pakistan, the violent disturbances attending the 
birth of this new State and the mass migration of minorities is 
bound to leave a bad legaoy behind. The mutual suspicion, 
the existence of supposed enemies living on a vast land frontier 
and the presenoe of fifth columnists inside the border has 
rendered the defence, internal and external, a complicated costly 
affair. Both Dominions must have an adequate, efficient and 
a well-balanced force to defend the hard-won freedom. 
The Navy, the Air Force and technical branches of the army 
must be developed within a short time. 

The oountry has been shaken to its bottom and people will 
take some time to settle down. Liberty is being interpreted as 
licence, in these ciroumstances there must be a substantial 
inorease in the cost of maintaining lawand order. 

The refugee problem is another by-product of the partition. 
The Government of India set aside a sum of Rs. 22 crores 
for the relief and rehabilitation of the refugees. For some 
years to come a lot of expenditure will have to be in ourred in 
putting back these unfortunate millions into gainful occupations 
and providing food and civil shelter for them. 

The partition has worsened the food situation too. Sind and 
West Punjab whioh could supply a large quantity of food to 
some of the Indian provinces, can no longer be expected to do 
bo The immediate effect of the partition was the inoaloulable 
damage to orops owing to large soale disturbances. Expenditure 
on food subsidies has considerably gone up. The two food 
items and rehabilitation of refugees aooount for Rs. 44fc orores 
out of a total of Rs. Iu4fc orores expenditure. 


One ooasequenoe of this extra heavy expenditure will be to 
curtail all developmental expenditure. The nation-building 
departments must suffer and the development sohemes must be 
nut off. There is little soope for further taxation. Henoe greater 
reliance must be plaoed on loans rather than revenues for the 
execution of post-war sohemes. ... . .. 

Liability for the payment of pensions in its own territory 
devolves on eaoh Dominion. This liability to amounts Rs. 2S5 
lakhs a year. But for the overseas pensions the responsibility 
has been undertaken by the Government of India and so also 
for the interest oharges on all loans of the pre-partition Government 
of India. This comes to Rs. 68-j orores a year. 

Division of Assets and Liabilities. A financial agreement was 
siened between the two Dominions on 12th December, 1947 laying 
down broad principles governing the distribution of assets and 

liabilities. 


On 1st Maroh, 1947, tbe amount of interest-yielding assets 
was Re. 1,000 crores, the uncovered debt Rs. 867 orores and oash 
and securities held on Treasury Acoount Rs. 514 orores. 
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As for the interest-yielding securities of Rs. 1,000 orores Prof. 
Vakil has worked out a division of Rs. 165 orores for Pakistan 
and Rs. 835 crores for the Indian Union. Out qf a total oash 
balance of Rs. 400 orores, Pakistan’s share is Rs. 76 orores. Of 
the uncovered debt of Rs. 867 orores Pakistan’s share is to be 
calculated at 17*%. Pakistan is to get one-third share out of 
military stores and an advance of Rs. 6 orores to enable it to set 

up ordnance factories. 

The Government of India has undertaken to p iy interests on 
all securities of the Government of undivided India even though 
the holders of some of these securities may be nationals of Pakistan. 
The Pakistan Government, however, will be liable to pay its 
share to the Government of India and it will discharge its 
indebtedness by annual instalments extending over 50 years. The 
payment of instalments will commence on the 5th year of the 
partition. So for five years Pakistan need have no financial 
worry. Its citizens will continue receiving interest on securities 
from the Indian Government. After the 6th year Pakistan 
will pay annually to the Government approximately Rs. 16 
orores to liquidate its indebtedness to India. But India’s 
liability to the holders of securities in Pakistan will be about 
Rs. 7 orores. Hence the net annual payment to India will amount 

to Rs. 8 orores nearly. 


*" • 


t 

. « 


\ . * 


A . 
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CHAPTER XXXVIII 

** . ^ ' • 

r STERL1NG-D0LLAR CRISIS, |94? 

* • • * 

In recent times the balance of payments position of the 
sterling areas, and of the U.K. in particular, has been fast deterio¬ 
rating The sterling area has been recently runmag a dollar deficit 
equivalent to nearly £ 60) million a year. The dollar gap has assu¬ 
med alarming dimensions and has been widening at a perilous 
pace. It is, however, wrong to regard it as a purely 
problem. Since the ’thirties the sterling area has been finding it 
difficult to achieve a balance of trade with regard to dofiar countries. 
In 1938 the sterling area had a total deficit of £ 130 mi io • 

post war gold and dollar deficits of the sterling area have been . 

1946-£ 225 million ; 1947—£ 1,024 million ; l 9 * 8 -£ 423 imlllon and 
the first half of 1946—£ 239 million, making a total of £1,911 

in three million and a half years. 

‘ This defioit lias been met by drawing on U.S. oredit which 

u in 1948 on Canadian oredit of which 

o “v“sChS5uoa is left (July' 1949), by the South African gold 

loan of £ 80 milliou, Marshall Aid mUHiHrfSl ha. 

berm covered bjf reduction in gold and dollar " to nearly 

smdc^ra situation and^oamw^ be allowed tc^ continue^any^longer. 

— to some eaten, 

fnd Gieaf Britarh‘a“ now no longer any capital to live on 

How has this defioit been caused ? Among the chief factors 
that tave ooolplred to create this dehoit may bo mentroned: 

(1) Increased dependence of the sterling area on supplies 
America; 


fro: 


( 2 ) 

(3) 


W 


(5) 


the war-time sale of doUar income-yielding asset.; 

£loo‘ 0 JJ he o»tput 

of British oil companies 5 

doUar^awa of 'its P-war 

Ssrs ira-tSs&r** 

Western Hemisphere and the rest of the wor , 
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( 6 ) 


the recent recession in U.S. business activity and comm • 
dity prices which led to a fall of nearly one-half in imports 
of raw materials and foodstuffs from the British colonies 
and a sharp drop in the American purchases of British 


(7) 

( 8 ) 


of British goods impeding 


goods ; 

high cost of production 
exports ; 

large payments of dollars to countries outside the sterl- 


(9) 


ing area such as Belgium and Switzerland ; and 

the policy of insulation of sterling itself which is “£^“8 
exports from the sterling area progressively more diibcult. 

These are the causes which have contributed to the chronic 

dollardefici t. ^ remedy ? A con ference of Commonwealth Finance 

Ministers was convened in the middle of July, 1949, to find a way 
out of this difficult situation. It was preceded by high level 
talks between Sir Stafford Cripps, Great Britain s CbanceHor of the 
Exchequer, Mr. John Snyder, U.S. Secretary for the Treasury, and 
Mr. D. C. Abbot, Canadian Finanee Minister. Sir Stafford announ¬ 
ced in the Commons that Great Britain would cut dollar Purchases 
in 1949-60 to the tune of £ 100 million, t.e. 26 p o. of what they were 

in 1949 

At*the conclusion of the Commonwealth Conference a communi¬ 
que was issued vbich laid down the short-term and long-term 
measures which the Sterling Block proposed to take to meet this 
difficult situation. Withe ut ppccifically mentioning £ 100 million 
cut in British dollar purchases, as “immediate steps to check the 
drain on the central reserves cf dollars, the Ministers concerned 
agreed to recommend to their Governments action comparable in its 
results to that already decided upon by the United Kingdom . 

Although every member ofthe Commonwealth was not expected to 
effect a cut of 26 p.c. in its dollar purchases, yet the overall effect was 
expected to-be 26 p c. cut in the total dollar purchases of the sterling 
area. The under-developed countries like India and Pakistan could not 
be expected to make proportionate cut. Their need for dollar purchases 
ia immediate and urgent. A large cut in dollar purchases just now 
for them would mean starvation or eeonomio stagnation. Mr. 
Ghul ana Mohamed, Pakistan’s Finance Minister, made it clear that 
these outs would be on the basis of “equality of sacrifice. Dr. John 
Matthai, India’s Finance Minister, emphasized that “the sacrifice to 
tide over the crisis could be effective and fair only if they were 
proportionate to the capacities of the countries to bear the burden . 
The main consideration of the more prosperous members of the 
sterling area, like Great Britain and Australia, is to maintain the 
existing standard of living, avoid unemployment and to keep down 
prices. But in the case of India it is a question of ensuring food 
supplies to waTd eff famine, carrying on of development schemes 
of food production and industrial development and raising a bit 
the standard of living from the starvation levels. 
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Besides dollar outs. It is also necessary to explore the possibility 
of diverting demand for products of the dollar area to those of the 
sterling area. But this possibility depends on comparative prices ; 
delivery dates are also of prime consideration in this connec¬ 
tion. 

Pending long-term remedies, another immediate, measure which 
can be adopted by the various sterling area countries to meet the 
situation is to readjust their export programmes. The object of 
this re-adjustment is not only to close the gap in consumer or capital 
goods caused by dollar cuts but to exploit to the utmost the dollar* 

. earning capacities of the members. 

The U.S.A. can help in lifting this crisis in the sterling area by 
lowering her tariff walls so that the exports of the sterling area to 
the U.S. A. may be increased. In this way earnings of dollar by 

the sterling area can be increased. 

The Comri onwealth talks also suggested that on the analogy of 
the International Wheat Agreement, pacts should be concluded 
between the sterling countries and the U.S.A. for the sale o e 
latter of rubber, tin, coooa, jute and cotton. In order o 0 
helpful the U.S A. must resort to ‘stock piling of these raw 
materials. Malaya with her tin and rubber, and India and Pakistan 
with their Jube and cotton are the dollar-earners of the Common¬ 
wealth and they most receive all encouragement in the expansion 
of their trade and industry. By the guarantee of arms supply, tne 
U.S A. can enable European countries to devote the mselveB to the 
building up of dollar export trade. Fresh American investment on the 
lines of Marshall Plan abroad can go a long way to wards the 

solution of the problem of dollar shortage . Presiden 

Point 4 Programme for the assistance of under-developed countries 

must be implemented in much more liberal terms. 

The out in dollar purchases is, however, only a negative 
approach, ‘a mark time measure’ as Sir Staff or pu • » • 

ing solution of the sterling area’s diffioult.es ® aa 0 , 008 t 9 of 

a substantial expansion of the trade. Towar a an( j jta 

quality must be improved. Only then these countries will change 
from sellers to buyers markets. 

In these dollar-sterling talks it was agreed that the aim m«*t 

be the achievement of a pattern of world tra e i single 

and the non-dollar countries can operate together withm one g 

multilateral system. 

One of the measures suggested to meet the dollar ^categori- 
devaluation of sterling. But Sir Stafford 

oally and in most unambiguous terms that th Lord 

iTt - ** 



STERLING-DOLLAR CRISIS 1949 


681 


devaluation of sterling is understandable. It would mean cheaper 
purchases of raw materials etc. from the sterling area. Exports 
from the sterling area will no doubt receive some stimulus from 
depreciation of sterling. But this would mean onlv a temporary 
advantage, because when prices are adjusted to the new ratio, 
costs will go up ; wages will have to be raised and the advantage 
would cease. 

Among the very strong objections to the devaluation of sterling 
may be mentioned the following : — 

(1) The resulting increased exports to the U.S.A. would be 
more than offset by a reduction in the dollar proceeds 
from sterling area exports resulting in a net reduction in 
dollar earnings. 

(2) In view of the recession in the U.S.A., it is even doubt¬ 
ful if there will be any appreciable increase in exports to 
the U.S.A. Every fall in U.S. prices will necessitate 
further devaluation of the pound. 

(3) Sterling prices of food and raw materials will rise which 
will mean a rise in the cost of living and the cost of 
production both of which will create a very awkward 
situation. 

(4) Increased prices of food and raw materials will be reflected 
in the prices of British exports which will consequently be 
further hampered. Terms of trade would turn progressive¬ 
ly against Britain. 

In spite of these denials and protestations the belief persisted 
in certain quarters that devalution of sterling was inevitable. This 
state of uncertainty was standing in the way of easing the situation. 
The payments from dollar area, and also fresh orders, were held 
back in the hope that less would have to be paid wjpen the sterling 
was devalued. Expansion of trade was thus seriously hampered 
As Mr. Richard Denman of the London ‘Economist pointed out, ‘‘By 
„ waiting for devaluation, they increase the pressure to devalue • 
devaluation begins to be needed to get the wheels of trade turning 
again”. 6 

Devaluation of the Rupee. Linked with the suggestion for 
the devaluation of the eterlingcame the suggestion for the 
devaluation of the rupee. Mr. C H. Bhabha, our former Com¬ 
merce Minister, said that the time was very opportune for the 
devaluation of the rupee. We are emphatically of the opinion 
that it is most inopportune time for disturbing the rupee- 
sterling rate. No doubt our balance of trade is unfavourable, the 
extent of cur adverse balance in 1948 was to the tune of Rs. 240 
crores. Devaluation of the rupee may offer some temporary stimu¬ 
lus to our exports. Yet devaluation by itself cannot rectify an ad¬ 
verse balance. For that we want rapid economic development of 
the country and the most efficient use of our resources. We must 
produce our own food and develop industrial materials inside the 
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country. We must accelerate industrial development, increase our 
output, improve its quality and lower the cost of production. 
These things cannot be achieved simply by waiving the magic wand 
of devaluation. If that were so the trick would have been done long 
ago. At present we are importing huge amounts of food. In 194^ 
we spent Rs. 130 crores on imported food and in 1949 it estimated 
to cost Rs. 150 crores. We are purchasing from abroad capital 
goods in very large amounts for our development projects. If the 
iupee ratio is lowered say from Is. 6 d. to 1$. 4d., all these things 
will cost us 12£ p.c. more. 

Then again, lower ratio would mean higher prices. That is 
precisely what we want to avoid. Devaluation of the rupee would be 
a strange way of fighting inflation. Already our prices are higher 
than most other countries. The way of wisdom lies in lowering 
them and not doing anything which is calculated to raise them still 
further. Hence we must for the time being avoid “monkeying with” 
the ratio. 

The real solution of the dollar problem is, therefore, to reduce 
dollar expenditure by catting dollar imports and increase dollar 
income by increasing exports to dollar areas. For this purpose 
internal prices and costs must be reduced in order to make the goods 
competitive in dollar markets. 

Sterling Balances Agreement, 1949. The 1949 Agreement relating 
to Sterling Balances is undoubtedly a great improvement on the 
agreement that was concluded in 1948 both as regards the Bums 
convertible and the amount of sterling releases. 

Accord ng to the 194^ Agreement, £ 80 million, the unspent 
balance in our No. 1 Account, was carried forward and £ 40 million 
was to be released for each of the 12-monthly periods July-Jane 
1949-50 51. The amount convertible into ‘hard’ currency was fixed 
at £ 15 million (§60 million). 

The main provisions of the Agreement concluded in July, 1949 
are :— 

(1) £ 81 million has been agreed to be the amount of release 
for 1948-49 for which year the 1948 Agreement did not provide any 
realease. 

(2) The annual release for the 12-monthly periods ending 
June I960 and 1951 has been increased from the original amount of 

£ 40 million to £ 50 million. . . 

(3) There will be an additional realease, not specified in the 

agreement, sufficient to cover the liabilities arising out of the Open 
General Licence XI (O Q.L XI) before its cancellation. Imports 

under the O.G.L XI proved to be unexpectedly heavier. It was 

considered beneficial to the economies of both India and the 
not to reduce the imports all of a sudden. The U.K., l f re 
agreed to release additional sums required by India to meet her out- 

standing commitments under this head. 

(4) So far as convertibility is concerned, under the iQ^ Agree- 

ment India could draw not more than £ 15 million ($60 million) ^ 
‘hard* currency from the Central Reserves during u y 
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ttns: of "'about 9 $% 

“"“it ha, also been agreed that the f 11 VllfSmf </iwl 

previous “."hard^ourr/ncy was estimated between 

tfSZS'tfirJmZ? She wJ expected to 

In oSawaftill the n«t agree,pent Thi.gr^aw-d was es* 
ted on June 30. 1949 to be $ 84 milhon. Under the _bebrua y 

arrangements this overdrawal had to be reimbursed It has now 

(July 1949) been agreed that this amount need not be re-imburse . 

To guard against the widening of the ‘hard’ ^SSit g £ 

imports from the dollar area to 75% of the amount^espent on 
imnnrts in 1948 Tnis, however, is exclusive of any import sne 
may finance by loans from the international Bank for Reconstruction 

and Development. 

It cannot be denied that the 1949 Agreement J considerably 

more liberal than the previous years agreement. But it 1 
that, considering India’s balance of payments position the amount 
of sterling releases, especially the convertible portioh of it, may 
yet prove inadequate. This position is undoubtedly very grave 
today, as her exports have shrunk, whereas there is no near pros¬ 
From the dollar area. India has to import huge quan ities of 

food and a very large quantity of capital goods for her de7 . el °P“®“ 
projects. The prices in the U.K. oompare unfavourably with those 
in the dollar area. It will be obviously not m India a interest t 
confine her purchases to the sterling area. ' There is, therefore, a 
limit beyond which we cannot cut our dollar imports without en¬ 
dangering the economic and political stability of the country. 
India occupies a key position and is thus entitled to every considera¬ 
tion from the U.K. and the U.S.A. So far India has been meeting 
trade deficit by heavy withdrawals from the I.M.F. But she oanno 
go on doing this indefinitely especially because higher rate ol 
interest has to be paid with increased borrowings. The U,b^. is 
building up a Welfare State and oan certSlnly afford to show 
better appreciation of India’s needs and difficulties. 

We should, however, remember that the settlement of Sterling 
Balances, however satisfactory, is no answer to the country s 
# trade problems, which can be solved only by increasing our export 

earnings. 






THE JAMMU & KASHMIR UNIVERSITY 

LIBRARY. 



I 


r 



I 

t 


i 


i 





THE JAMMU & KASHMIR UNIVERSITY 

LIBRARY. 



I 


r 



I 

t 


i 


i 





THE JAMMU & KASHMIR UNIVERSITY 

LIBRARY. 



I 


r 



I 

t 


i 


i 





THE JAMMU & KASHMIR UNIVERSITY 

LIBRARY. 



I 


r 



I 

t 


i 


i 


